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DIRECT TESTIMONY OF DR. DOUGLAS H. CARLISLE 1 

FOR 2 

THE OFFICE OF REGULATORY STAFF 3 

DOCKET NO. 2011-47-WS 4 

IN RE: APPLICATION OF CAROLINA WATER SERVICE, INCORPORATED FOR 5 
APPROVAL OF AN INCREASE IN ITS RATES FOR WATER AND SEWER 6 

SERVICES PROVIDED TO ALL OF ITS SERVICE AREAS IN SOUTH CAROLINA   7 
 8 

Q. PLEASE STATE YOUR NAME, OCCUPATION AND BUSINESS ADDRESS. 9 

A.  My name is Dr. Douglas H. Carlisle, Jr.  I am an Economist at the South Carolina 10 

Office of Regulatory Staff (“ORS”).  My business address is 1401 Main Street, Suite 900, 11 

Columbia, South Carolina 29201. 12 

Q. PLEASE STATE YOUR EDUCATIONAL BACKGROUND AND YOUR 13 

PROFESSIONAL EXPERIENCE. 14 

A.  I received a Bachelor of Arts from Brown University, a Masters Degree in Public 15 

Administration from the University of Virginia, and a Ph.D. in Government and 16 

International Relations also from the University of Virginia.  After graduate school, I 17 

worked as an evaluator and evaluator-in-charge for 7½ years at the United States 18 

Government Accountability Office in Washington, D.C.  Afterwards I worked as a 19 

market consultant and instructor at Midlands Technical College in South Carolina.  I 20 

began work for the State of South Carolina at the State Reorganization Commission, 21 

which functioned as an audit follow-up entity.  I was next employed by the South 22 

Carolina House Education & Public Works Committee.  Before joining ORS, I worked 23 

five years for the State Chief Economist as an analyst in the Economic Research Section, 24 
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which serves as an adjunct to the Board of Economic Advisors.  I assumed my current 1 

position at ORS in March of 2005.  I am a Certified Rate of Return Analyst and a 2 

member of the board of the Society of Utility Regulatory Financial Analysts. I have 3 

previously testified before this Commission concerning rate of return. 4 

Q. WHAT IS THE MISSION OF THE OFFICE OF REGULATORY STAFF? 5 

A.  The mission of ORS is to represent the public interest in all proceedings before 6 

the Public Service Commission by balancing: the concerns of the using and consuming 7 

public; the preservation of the financial integrity of the state’s public utilities; and 8 

economic development and job attraction and retention in South Carolina. 9 

Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY AND EXHIBITS IN THIS 10 

PROCEEDING? 11 

A.  The purpose of my testimony and exhibits in this proceeding is to recommend the 12 

appropriate range for return on equity for Carolina Water Service, Inc. (“CWS” or “the 13 

Company”).   14 

Q. WHAT STANDARDS GOVERN RATE OF RETURN? 15 

A.  The Supreme Court of the United States set standards in two landmark decisions.  16 

In the first case, Bluefield Water Works Improvement Co. v. Public Serv. Comm’n, the 17 

Court declared: 18 

A public utility is entitled to such rates as will permit it to earn a 19 
return on the value of the property which it employs for the 20 
convenience of the public equal to that generally being made at the 21 
same time and in the same general part of the country on 22 
investments in other business undertakings which are attended by 23 
corresponding risks and uncertainties; but it has no constitutional 24 
right to profits such as are realized or anticipated in highly 25 
profitable or speculative ventures.  The return should be 26 
reasonably sufficient to assure confidence in the financial 27 
soundness of the utility and should be adequate, under efficient 28 
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and economical management, to maintain and support its credit 1 
and enable it to raise money for the proper discharge of its duties.1 2 

 3 

The Court’s opinion in Bluefield was later reinforced by the decision in another 4 

case, Federal Power Commission v. Hope Natural Gas Company: 5 

[T]he fixing of “just and reasonable” rates, involves a balancing 6 
of the investor and consumer interests….  From the investor or 7 
company point of view it is important that there be enough revenue 8 
not only for operating expenses but also for the capital cost of the 9 
business.  These include service on the debt and dividends on the 10 
stock…..  By that standard the return to the equity owner should be 11 
commensurate with returns on investments in other enterprises 12 
having corresponding risks.  That return, moreover, should be 13 
sufficient to assure confidence in the financial integrity of the 14 
enterprise, so as to maintain its credit and attract capital.2 15 
 16 
Decades later in the Permian Basin Area Rate Cases, the Supreme Court provided 17 

additional guidance to regulators by stressing that factors other than producers' costs are 18 

important in the regulation of public utilities and that therefore, regulation may 19 

reasonably “limit stringently the return recovered on investment,” so long as the effect is 20 

not to destroy the utility. 21 

Q. DOES CAROLINA WATER SERVICE, INC. HAVE TRADED COMMON 22 

STOCK? 23 

A.  No, its stock is entirely held by Utilities, Inc. of Northbrook, Illinois, which also 24 

has no publicly traded stock.  Utilities, Inc. was bought by AIG Highstar’s sponsored 25 

fund Hydro Star, LLC, in 2006.  26 

                                                 
1 Bluefield Water Works & Improvement Company. v. Public Service Commission of West Virginia, 262 U.S. 679, 
692-3 (1923). 
2 Federal Power Commission v. Hope Natural Gas Company, 320 U.S. 591, 603 (1944). 
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Q. IF NEITHER THE COMPANY NOR ITS PARENT HAS TRADED STOCK, HOW 1 

COULD YOU PERFORM AN ANALYSIS OF THE PROPER RETURN ON 2 

EQUITY? 3 

A.  To complete my analysis, I examined the returns and estimated returns of 4 

companies that do have publicly traded stock that are generally in the same line of 5 

business as CWS.  I have evaluated the return requirements of investors through three 6 

well-known and generally accepted methods: the Discounted Cash Flow (“DCF”); and 7 

Capital Asset Pricing (“CAP-M”) and the Comparable Earnings Method (“CEM”).  I 8 

have used the Company witness’ hypothetical capital structure of 50.11% Long-Term 9 

Debt and 49.89 Common Equity, as it is very close to a 50-50 split.  10 

Q. WHY DO YOU NEED TO ESTIMATE A COST OF EQUITY AND 11 

RECOMMEND A RETURN ON EQUITY FOR CWS? 12 

A.  CWS is a monopoly and therefore does not face competition for its customers 13 

from other water companies.  If the Company were in a competitive industry, its return 14 

on equity would be set by the competitive market for its goods and services.  Since it is 15 

not in a competitive industry, regulation must act as a surrogate for competition.  It would 16 

be unfair to allow the Company to set its own prices because it has no competition in its 17 

provision of an essential service and product.   18 

Water companies enjoy a special place among public utilities as they sell a 19 

commodity that people consume, which is essential to life and has virtually no substitute.  20 

Additionally, the average household has a minimum level of consumption of water which 21 

is difficult to reduce.  Water is also hard to transport, which makes its delivery from 22 

alternative sources difficult.  All these characteristics help underpin the monopolistic 23 
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status of water and sewerage companies and underline the need for regulation to act as a 1 

surrogate for competition. 2 

Q. HOW DOES REGULATION ACT AS A SURROGATE? 3 

A.  Regulation must establish prices that are fair and approximate the returns of 4 

similarly situated companies, which is consistent with the Hope and Bluefield criteria 5 

cited earlier.   6 

Q. IF REGULATED COMPANIES ARE SIMILAR, THEN WOULD THAT NOT 7 

MAKE REGULATION CIRCULAR?   8 

A.  Regulated companies tend to have monopolies or near-monopolies in their market 9 

of goods and services to customer, but they face a competitive market in trying to sell 10 

their equity.  Companies’ managements can affect the profitably of their companies.  11 

Moreover, utility regulation calculates appropriate returns from used and useful assets 12 

known as rate base, so the precise characteristics of each company are recognized in each 13 

rate case proceeding. 14 

Q. PLEASE SUMMARIZE THE  RESULTS OF YOUR ANALYSIS. 15 

A.  In the following testimony, I will establish my analysis context followed by a 16 

discussion of each method I employed to reach my recommended range. 17 

Economic Background 18 

Q. WHAT ARE THE ECONOMIC BACKGROUND FACTORS THAT YOU 19 

BELIEVE ARE CURRENTLY AFFECTING POTENTIAL INVESTORS’ 20 

DECISIONS? 21 

A.  There are three: 1) the perception of risk; 2) the fear of renewed financial crisis, 22 

perhaps now spreading from abroad; and, 3) the lingering effects of the recent recession 23 
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and its causes.  While these factor into an analysis of risk in general, I will review them 1 

individually.  (See Exhibit DHC-1) 2 

The lingering effects from the recent recession are well known.  Unemployment 3 

has remained high.  Economic growth, as expressed by increases in Gross Domestic 4 

Product has remained low.  Private and public debt remains high.  There are signs of 5 

improvement, but they have come slowly.  Lending and money have become more 6 

restrictive in response to some financial institutions’ prior use of very unpredictable 7 

financial instruments and fraud.  These situations have led the Federal Reserve to take 8 

extraordinary measures.  In the midst of the slow recovery and concern about American 9 

and global financing, new fears have arisen, including the debt crisis or crises in Europe, 10 

the impact of Japan’s earthquake and  attendant events at the Fukushima nuclear plant.  11 

Some analysts even question the sustainability of China’s dynamism.  The most 12 

immediate threat looms in Europe, where whole countries’ potential economic defaults 13 

may spread to other members of the European Community, the European banking 14 

system, the Euro currency and even, potentially, to banks in the United States.  The watch 15 

word for the global economy is “contagion.”  (See Exhibit DHC-1, p. 3 of 3) 16 

Deterioration into more serious crises remains a possibility based on sheer fear, 17 

rather than from the seriousness of the events themselves.  Recent political events have 18 

shown that investors’ concerns may focus on our own country, too.  The confrontation 19 

over raising the debt ceiling for the United States government brought our country very 20 

close to an enforced and drastic cut in spending.  Another debt confrontation is possible 21 

in November and December of this year and this is only one of the uncertainties hanging 22 

over our nation’s budgetary and monetary condition.  Lingering uncertainties remain 23 
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surrounding the financial condition of government sponsored enterprises, the potential for 1 

demographic factors to affect Social Security entitlements, and the equally daunting 2 

challenge of meeting Medicare and Medicaid obligations as inflation in health care costs 3 

continue to outpace general inflation. 4 

  Aggravating the problematic nature of our economy are the lingering effects of 5 

our recent recession.  Generally, the weakened state of our economy makes both private 6 

and public sectors less resilient to any economic shock.  Specifically, both public and 7 

private debt, including household debt, will have to be reduced in a great “deleveraging.”  8 

To offset the effects of the recession and of its causes rooted in opaque financial 9 

instruments, the Federal Reserve Board of the United States has lowered the real interest 10 

rate below zero by buying over $1.5 trillion in government securities in order to lower 11 

their rate/yield.  Despite this drastic action, inflation, especially inflation without food 12 

and energy, has only recently begun to rise appreciably.   13 

Q. WHAT IS THE RELEVANT PRACTICAL SIGNIFICANCE OF THE 14 

ECONOMIC CONTEXT OF THIS CASE? 15 

A.  There are several relevant consequences.  First, although commodity inflation has 16 

picked up, it may well subside.  Second, several economic indicators have become less 17 

predictable.  Third, there is more debt or recognized debt to pay off than there was before 18 

the recession.  Fourth, the rate of economic growth has slowed in most economically 19 

advanced countries and when it will completely recover is not readily evident.  All these 20 

factors result in a prospect for lower growth, moderate inflation and attendant high 21 

unemployment. 22 

 23 
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Discounted Cash Flow (“DCF”) Analysis 1 

Q. WHAT IS THE PURPOSE OF YOUR DCF ANALYSIS? 2 

A.  The purpose of my DCF analysis is to determine the appropriate return on equity 3 

for CWS by determining what the composite return in perpetuity would be for a 4 

comparable group of companies, based on investors’ valuation of these companies’ 5 

dividend payments. 6 

Q. DO YOU MEAN THAT COMPANIES IN THIS COMPARABLE OR PROXY 7 

GROUP WILL BE IDENTICAL TO CWS? 8 

A.  No.  I have already mentioned that CWS does not have publicly traded stock, but, 9 

in point of fact, no two companies are clones.  The companies in my comparable/proxy 10 

group do resemble CWS and its parent, Utilities, Inc., in the following essential respects: 11 

they are in the same business, the provision of water to customers, and, as a result, have a 12 

largely captive customer base for a product for which there are is an assured demand and 13 

no real substitutes.  14 

Q. HOW DID YOU SELECT YOUR PROXY GROUP? 15 

A.  I used the companies listed in the Water Utility Industry of Value Line’s on-line 16 

Plus Edition.  I eliminated the two companies whose businesses focus on water 17 

purification or electricity and Pennichuck Corporation, because it is in the process of 18 

merging with the water system of the City of Nashua, New Hampshire.  These 19 

adjustments resulted in a proxy group of nine companies for my DCF analysis. 20 
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Q. HOW DID YOU CALCULATE YOUR DCF? 1 

A.  There are two components, dividend yield, which indicates an investor’s return 2 

relative to investment, and growth, which indicates future return.  The best general 3 

formula relating these components is:   4 

K = DIV1/P0 + g 5 

K is the cost of equity; DIV is the annualized dividend paid in the next period, but it can 6 

be adjusted to ensure it is a typical quarter; P is the price of the investment; and, g is the 7 

growth rate of the investment.  The estimate of the cost of equity, however, is not as 8 

simple as the formula. 9 

Q. WHAT ELSE IS INVOLVED IN THE CALCULATING THE DIVIDEND 10 

PORTION OF THE DCF CALCULATION? 11 

A.  The simpler part of calculating the DCF is arriving at a dividend yield.  Even this 12 

part poses a problem: what should be the dividend yield used?  Generally, the answer to 13 

this question is that the latest or “spot” yield should be used.  I have departed from this 14 

approach somewhat by using both a spot yield and a year-to-date average yield and 15 

averaging the two for each proxy company.   Although this method departs from the idea 16 

that the DCF requires a single decision on an investment in perpetuity, two factors 17 

suggest that yields in the very near term may be as much like the average in the first part 18 

of this year as spot yields:  1) the slow recovery from recession; and 2) the flight to 19 

quality (utilities) during the recession. 20 

Even though, as a general statement, an investor choosing a stock should be 21 

interested in the next quarter’s dividend, measuring the dividend yields accurately for 22 

purposes of the DCF presents difficulties.  Companies have different dividend declaration 23 
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dates and some companies allow their dividends to fluctuate from quarter to quarter, 1 

which makes an accurate statement of a company’s yield and comparison among firms 2 

harder to calculate.  There is a potential undercounting, due to these factors alone, of 3 

150% over three quarters, as indicated in the following table which is analyzes a 4 

hypothetical company: 5 

Company Quarter Quarters for which 
an increase would 
be counted 

Potential Undercounting 

First 4 0.0 [because 1 – 4/4 = 0] 

Second 3 0.25 ( ¼ ) [because 1 – ¾ = ¼ ] 

Third 2 0.50 ( ½ ) [because 1 – 2/4 = 2/4 or ½ ] 

Fourth 1 0.75 ( ¾ ) [because 1 – ¾ = ¼ ] 

Total Undercounting over Three Quarters 

Undercounting per Quarter 

1.5 (0.25+0.50+0.75) [¼+2/4 +¾] 

1.5/3=0.5 

 6 

If increases occur after the next known declared dividend payment, each quarter’s 7 

dividend will be more undercounted going forward because dividend payments are 8 

measured on a yearly basis.  A dividend increase is assumed to be at the overall growth 9 

rate “g.”  An increase taking place in the first quarter’s dividend would be counted for 10 

that quarter and the rest of the year, but subsequent increases would be counted for only 11 

part of the remaining year.  Overall there is a potential undercounting of half of the total 12 

potential increases, so each quarter could be undercounted by one-half and must be 13 

multiplied by half-again or 150% or multiply the dividend yield by ½ or 50% and add it 14 

to the existing dividend yield as depicted in the formula below: 15 

K = (DIV1*(1+0.5g)) + g 16 
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The first part of this equation is called the “adjusted dividend yield.” 1 

Q. HOW DID YOU ARRIVE AT THE GROWTH, “g,” COMPONENT FOR YOUR 2 

DCF? 3 

A.  The growth component generates more controversy than the dividend portion, but, 4 

in the long run, dividends, earnings, book value and revenues are all indicative of future 5 

growth.  Investors know this, so publications and on-line data frequently feature all of 6 

these statistics.  Moreover, barring some dramatic technological breakthrough, it is 7 

unlikely that utilities will veer from their past growth rates, which form a basis for future 8 

ones.  On the other hand, investors know that a mere straight-line projection from the past 9 

is unlikely to provide an accurate guide to the future.  Not surprisingly, information on 10 

past performance and analysts’ predictions of future performance can be found in several 11 

sources of data.  Accordingly, I have used earnings per share (“EPS”), sales/revenue, 12 

dividends per share (“DPS”) and book value per share (“BVPS”).  I have taken the 13 

average and the median of proxy group companies’ mean and compound growth rates for 14 

three different periods and averaged the result with analysts’ estimates of future growth 15 

rates. 16 

Q. WHAT DOES THE DATA DEMONSTRATE? 17 

A.  In the longer run, historically, BVPS growth has been second highest and 18 

sales/revenue growth has been the highest (Exhibits DHC-2 & DHC-6).  In the most 19 

recent three years, however, EPS grew more rapidly (Exhibit DHC-3, p. 2 of 3), perhaps 20 

partially as a result of the longer-term growth in BVPS, and is estimated to grow faster 21 

than revenues.  Estimates predict that DPS growth will recover rather dramatically 22 

(Exhibit DHC-4).  While estimates are not certainties,  by taking more than one source of 23 
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estimates this analysis aims at a consensus prediction of water company growth, which 1 

may influence investors’ beliefs regarding potential returns.  When combined with the 2 

adjusted dividend yield the indicated cost of equity is 9.02% (Exhibit DHC-2). 3 

Capital Asset Pricing Model (“CAP-M”) Analysis 4 

Q. WHAT IS THE CAP-M? 5 

A.  CAP-M is a method of determining appropriate returns on equity based on the 6 

market price of capital as measured by the risk specific to a company.  The Model 7 

assumes that investors can neutralize all other risk in the market by diversifying their 8 

holdings in a portfolio of companies with differing risks and returns.  The remaining risk, 9 

specific to a company, is the degree to which a company’s return varies from all other 10 

returns, usually measured against a stock index.  The presumption that investors want to 11 

maximize returns from investments, while minimizing the risks of investing, underpins 12 

CAP-M.  The general equation used in the CAP-M is: 13 

K = Rf + (β * (Rf – Rm)) 14 

“K” is the cost of equity; “Rf” is the risk-free rate; and, Rm is the market rate.  “β” is a 15 

measurement of company-specific risk. 16 

Q. HOW IS COMPANY-SPECIFIC RISK MEASURED? 17 

A.  There is a measurement of a stock’s return compared to that of all other stocks 18 

called “Beta” (“β”).  This measurement registers how much a given stock varies 19 

compared with  the rest of the market – in practice, compared with a group of stocks or 20 

stock index.  The CAP-M theory includes an examination of what an investor would be 21 

able to earn on a stock, if the market risk that it had in common with the whole 22 

investment market were neutralized.  Different firms that analyze stocks produce 23 
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different β’s for the same stock, so I selected a single firm and its β’s for consistency’s 1 

sake.  I used the β’s provided by Value Line as they are both readily available and 2 

provide a reasonable representation of what a company’s risk is now and will be in the 3 

foreseeable future.  I averaged the β’s of all the water companies for which β was 4 

available in my Proxy Group (Exhibit DHC-9).  This calculation produced an average β 5 

of 0.72.   6 

Q. HOW WAS MARKET RETURN MEASURED? 7 

A.  There is a compendium of information on historical returns covering a long 8 

period, from 1926 to the present, called Ibbotson SBBI 2011 Classic Yearbook: Market 9 

Results for Stock, Bonds, Bills, and Inflation, 1926-2010.  This publication provides the 10 

long-term compounded and simple arithmetic average returns for both large and small 11 

companies in the Standard & Poors (“S&P”) 500 Index.  The SBBI Yearbook groups 12 

companies by levels of capitalization, specifically into ten groups, or deciles.  13 

Periodically, during each year of data, the companies are regrouped in order to keep 14 

companies in the proper 10% to which they belong.  To get an average long-run return, I 15 

averaged the compound growth rate of the deciles, although one can take a shortcut based 16 

on the same figure, which the SBBI Yearbook provides for large companies and small 17 

companies.  The result is an average growth of 11.2% annually or 11% if one just 18 

averages large and small companies.  (Exhibit DHC-9) 19 

Q. HOW WAS THE RISK-FREE RATE OF RETURN MEASURED? 20 

A.  I used the return for 30-Year U.S. Treasury Bonds forward looking to the furthest 21 

quarter out, as report by Blue Chip (Exhibit DHC-11 and Exhibit DCH-12).   22 
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Q. WHY DID YOU USE 30-YEAR BONDS AND WHY A PREDICTION INSTEAD 1 

OF ACTUAL CURRENT RETURNS? 2 

A.  Although Treasury securities with very short maturities reflect the current state of 3 

the market, the degree of fluctuation in their price and yield and that of many investments 4 

are highly sensitive to economic and political turmoil.  Investors who determine the 5 

long-run return of investments are more likely to look at returns that are long-run and 6 

certainly 30 years is a long time, although not as long as the period covered by the SBBI 7 

Yearbook, 1926-2010.   8 

A prudent investor might look at such predictions under current economic 9 

circumstances.  A forward/predicted Treasury yield might makes sense during a period of 10 

great economic uncertainty because, once the market can better assess risk, the true risk 11 

free rate of return may be different. 12 

Q. WHY SHOULD ONE TREAT TREASURY BONDS AS RISK-FREE IN LIGHT 13 

OF THE RECENT DOWNGRADE OF THE CREDIT OF THE UNITED STATES 14 

GOVERNMENT? 15 

A.  It is generally accepted that 30-year Treasury Bonds are still as close to risk-free 16 

as an investor is likely to find.   17 

Q. WHAT CAP-M RETURN ON EQUITY RESULTED FROM THE CAP-M 18 

ANALYSIS? 19 

A.  The return on equity indicated by the CAP-M is 9.48%. 20 

Comparable Earnings Model (“CEM”) Analysis 21 

Q. WHAT ARE THE IMPORTANT FEATURES OF THE CEM AND HOW DID 22 

YOU APPLY THIS MODEL? 23 
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A.  One important feature of the CEM is that it has no uniform methodology but does 1 

rely upon the cost of goods and services that produce earnings and, so, focuses on growth 2 

in book value of non-regulated firms.  Usually a CEM analysis covers a number of 3 

companies or a wide span of time.  My CEM analysis looks at companies with the same 4 

risk as those in my Proxy Group. 5 

Q. HOW DID YOU SELECT THE COMPANIES FOR YOUR CEM ANALYSIS? 6 

A.  I chose all companies carried by Value Line that were not in a financial sector, 7 

that had β’s of no lower than the lowest Proxy Group company and no higher than the 8 

highest Proxy Group company and that had not exceeded the Proxy Group’s range for the 9 

past five years.  Additionally, I chose only those companies that had data for indicators of 10 

growth and dividend yield and estimates.  These criteria produced a set of 100 11 

companies. 12 

Q. WHAT DATA DID YOU ANALYZE FOR THE COMPANIES CHOSEN FOR 13 

YOUR CEM ANALYSIS? 14 

A.  I examined estimates of future EPS, BVPS, DPS, Sales/Revenue and Dividend 15 

Yield and 10-year, historical, BVPS.  For comparison’s sake, I also reviewed 10-year 16 

EPS.  To document part of the selection process, I reviewed five-year, historical, β’s.  17 

Q. WHAT WERE THE RESULTS OF YOUR ANALYIS? 18 

A.  The average 10-year Book Value growth for the 100 companies was 10.38% per 19 

year.  The average β, however, for the 100 companies is 0.757 (Exhibit DHC-10, p. 5 of 20 

8, “Averages” Line), but the average for the Proxy Group companies is 0.72 (Exhibit 21 

DHC-9, p 1 of 2).  To see if β, a measurement of risk, had any effect on Book Value 22 

growth, I weighted the results of the 100 companies so as to approximate the weight of 23 
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different levels of β in the Proxy Group.  The result was that, if the 100 companies 1 

averaged the β as the Proxy Group, the 10-year Book Value growth for the 100 2 

companies would be 10.027% (Exhibit DHC-10, p. 5 of 8).  This would be highest 3 

interpretation of the CEM results, but there are three reasons for caution: 1) the average 4 

projected Book Value growth is lower than the historical; 2) the average projected EPS is 5 

lower than the historical; and, 3) the average Dividend Yield stands below that of the 6 

Proxy Group (Exhibits DHC-10, p. 5 of 8 and DHC-8).   7 

  The Dividend Growth Rate helps delve a little further into the significance of 8 

Dividend Yields, usually outside a CEM analysis.  This growth rate is very similar to that 9 

of earnings, which indicates that the yield is unlikely to catch up with that of the Proxy 10 

Group companies.  Lower stock prices would raise yields, but Value Line analysts 11 

presumably already took this factor into consideration.  To raise the forecasted dividend 12 

yields up to projected levels would require diverting some earnings to dividend payout in 13 

order for net earnings, as registered by book value, to be truly comparable to the water 14 

companies in the Proxy Group.  More sales/revenues would be required, yet their rate of 15 

growth is lower than the other factors’ rate. 16 

I looked at companies that were excluded from the 100 because their past β’s 17 

were above the Proxy Group’s range.  At first glance, these companies seem to have a 18 

higher projected growth in book value, but, when weighted by β levels, the projected 19 

growth rate drops from an unweighted 10.89% to a weighted 8.88%, while historical five-20 

year book-value growth rises from an unweighted 8.75% to a weighted 9.182%.  The 21 

explanation for this effect is unclear; perhaps a falling β leads to reduced growth relative 22 
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to the rest of the market, when the market is rising.  Whatever the reason, the exclusion of 1 

this group raises the projected and historical weighted rate of growth in book value. 2 

Q. WHAT DO YOU CONCLUDE IS THE APPROPRIATE RETURN ON EQUITY 3 

INDICATED BY YOUR CEM? 4 

A.  The maximum level indicated is about 10.03%, but, as discussed above, the 5 

dynamics of historical compared to projected growth in book value and the probability 6 

that some of this growth came at the expense of growth in dividends, leads me to 7 

recommend that the CEM level be set lower. 8 

Summary 9 

Q. WOULD YOU SUMMARIZE THE RESULTS OF YOUR ANALYSIS? 10 

A.  The results of my analysis indicate of a rate of return on equity range from 9.02% 11 

to 10.03%.   12 

Q. DOES THIS CONCLUDE YOUR DIRECT TESTIMONY?  13 

A. Yes it does. 14 
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The Global Economic Situation

The European Community, the United States, Japan and China produce nearly three-fifths of the

world's Gross Domestic Product ("GDP"). Each of these economies is currently experiencing great

uncertainty right now.

The consistent government deficits and mounting debt of Greece, Portugal and Italy, the greatly

overbuilt housing of Ireland and Spain, unrecognized bank liabilities, implicit government liabilities and

dire economic problems plague Europe. All of these concerns also threaten United States banks with

exposure to these problems. Greece's debt is about 143o/e of its GDP and European leaders agreed upon a

$157 billion rescue plan, but the crisis does not show signs of abating.'oubts about Portugal, Ireland,

Italy and Spain (the "PIIGS") have led investors to require large percentage spreads for thosecountries'onds

compared to German bonds, as shown on Page 3 of this exhibit.

The overbuilt housing, lack of creditworthiness and transparency of derivative instruments led

to the now well-known bankruptcies and recession in the United States. Massive fiscal and monetary

intervention by the U.S. Government followed, with latter now being maintained at a reduction in

specific credit facilities and a plateau of its intervention in government securities.

The recent earthquakes, tsunami and disastrous nuclear power station failures in Japan, together

with its on-going econonuc stagnation have made Japan such an uninviting investment that, when the

disasters hit, money flooded back into the country because companies and individuals had invested

abroad for better returns and now needed to repatriate their earnings in order to pay for rebuilding.'t

'ew York Times:
ht://to icsn imes.com/to /news/internationaVcountriesandterritories/ eece/index.html, updated June 6, 2011.

In the Federal Reserve Open Market Committee's press release on August 9, 2011 stated that, "The Committee
also will maintain its existing policy of reinvesting principal payments from its securities holdings.

"Yen Strengthens After Earthquake, Tsunami Warning Spur Carry Trade Unwind," by Allison Bennett and
Catarina Saraiva — Apr 7, 2011 in Bloomberg at:
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least one Japanese executive, nonetheless, is even predicting that the Japanese financial system is headed

for a currency collapse, saying, "The Japanese yen is now being chosen as a safe haven. But the currency

is about as safe as standing under a cliff in the way of a landslide in the pouring rain."

China has long been thought of as an unstoppable economic juggernaut with a very high GDP

growth for 15 years and an accumulated $3 trillion in foreign-exchange reserves. Its very strength as an

export-driven economy threatens to undo China as it attempts to sterilize the oversupply of money to

prevent inflation. This ample supply of money has led to investments whose value is questionable.

Moreover, China's debt-to-GDP ratio is greatly understated and may be higher than the United States's

projected to be in 2015; China's local government debt may be understated by half a trillion Dollars as

China's central bank alone holds over a trillion Dollars'orth of debt, with credit in the system allowed

at 200% of GDP.'ven if China tried to go on a "shopping spree" to reduce its reserves, it could buy

Apply, IBM, Microsoft and Google and still have $2 trillion left over, while finding that anything it

sought to buy would increase dramatically in price due to its very purchases.

ht://www.bloomber .com/news/2011-04-07/ en-stren thens-after-earth uake-tsunami-warnin -s ur-ca -trade-
unwind.html

BBC New, August 4, 2011. 'Viewpoint: Yen is heading for a currency collapse by Takeshi Fujimaki, Chief
Executive, Fujimaki Japan; ht://www.bbc.co.uk/news/

'China's Debt Situation Worse than Portugal," Elizabeth McDonald, August 7, 2011, FoxBusiness at:
ht://www.foxbusiness.com/to ics/elizabeth.macdonald htm
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European bond spreads as ected in "The single currency's medical chart," August 3, 201i, by The Economist onli nm

Ten-year government bond spreadsI
Over German Bunds, percentage points — Greece Portugal — Ireland — Spain — Italy

Annually Past month»
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1075
6.1%

10.1%
10.1'/
3.6'/
fi5%

ILM/

9.5'/

9.5%

3,3%

65%

4.6'/
56%
5.6%

NMF

113%

5.2%

6.6'/
6.6'/
1.0'/

84%

5.4% 6.0%

8.5% 8.1%
8.5'y. 8.1%

2.8% 2.7%

6/% 67%

6.7'/

9.3V

9.3'/

58'/

6.4%
8.6'/

86%
3.1%
64'/

5.9% 7.6%
8.2'/ 11.0'/
8.2% 11.0'/
3.2'/ 5.8'/
61'/ 47%

7,0% 7.5% Return on Total Cap'I

10.0% 10.5% Return on Shr. EquNy

10.0% 10.5% Return on Com E ui

5.5/ RelainedtoComEq
53/ Ag Div'ds lo Net Prof

4.5%

55%

8.0%

11.5%

11.5%

5.5%

52%

ers in the city of Big Bear Lake and fn areas of Sen Bernardino
County. Sold Chaparral City Water of Arizona (6/11). Has 703 em-
ployees. Officers it directors own 2.9'7, of common stock (4/11
Proxy). Chairman: Lloyd Ross. President & CEO: Robert J.
Sprowls. Inc: CA. Addr. 630 East Foothill Boulevard, Sen Dimes,
CA 91773. Tek 909.394-360D. Internet www.aswaler.corn.

rounding the recently filed general rate
case for all three water regions. A decision
is expected to be handed down by the end
of 2012.
But there are still some significant
hurdles ahead. The water utility indus-
try is capital-intensive, and American is
cash strapped. Infrastructure costs are on
the rise and not likely to subside, given
the agc and condition of many water sys-
tems. American recently sold its Chapar-
ral City subsidiary for $ 29 million, but the
proceeds are just a drop in the bucket. It
will need to go out on the open market and
issue stock and/or debt to foot the bill. Un-
fortunately, such activities cdma at a price,
and will dilute any potential gains.
We recommend that most investors
look elsewhere. AWR lacks price appre-
ciation potential for the coming six to 12
months as well as the next 3- to 5-year
pull, given the company's capital
restraints. Likewise, we believe that the
income component may lose some of its
luster longer term, when compared to
other utility offerings, although American
recently upped its quarterly payout.
Andre J. Casranza July 22, 2011

BUSINESS: American States Water Co. operates as a holding
company. Through ils principal subsidiary, Golden Stale Water
Company, it supplies water to more than 250,000 customers in 75
communities fn 10 counties. Servfce areas include the greater
metropolitan areas of Los Angeles end Orange Counties. The com-
psny also provides electric utility services lo nearly 23,25D custom-

After ita disappointing first-quarter
showing, we have tempered our full-
year earnings forecast for American
States Water. The company posted an
18% earnings decline in the March period,
despite registering a solid 7% top-line ad-
voncc. Thc rcoson is incrcoscd operating
costs, specifically those associated with the
build out of its military business (ASUS).
Such expenses are likely to remain high,
and we'e thus trimmed our 2011 earnings
by a dime, to $ 2L00 a share, representing
an 1 1 go dip from the prior year's tally.
The aforementioned initiative ought
to help better position the company.
longer term. Although American has
been on the receiving end of favorable de-
cisions of late, that has not always been
the case and the climate could change at
the drop of a hat. ASUS is far less regu-
lated than the company's traditional
businesses and offers healthy upside in
our opinion. Military contracts could be a
much-needed catalyst for earnings growth
going forward. That said, the core of the
company will undoubtedly be heavily ragu-
lated, so potential investors are advised to
stay abreast of the developments sur-

(A) Primary earnings. Excludes nonrecurring due to rounding. (C) In millions, adjusted for spliL
gsins/Qosses): '04, 140; '05, 254; '06, 64; '08, (B) Dividends hfstoficagy pard fn early March,
(27/); '10, (444) '11, 30. Next earnings report June, September, and December. ~ Div'd rein-
due early August. Quarterly egs. msy not add vestment plan avsilsbfe.
e Tou. value Une Fuanam LLc. Krl riehrs reserved. Fseruer merensi rs obterned from sources believed To be reliable end is prov/ded without werrenuek oi any krnd.
THE FUBUSHER IS NOT RESPONSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. Tliis gublrkkrlen is suieuy for Tubguibe/s ovn. nenvemmerdhr. internet use. Ho part
of ~ mky be repredureri, resold stared er Tre maned in any pinreri, deuroriT archer lerm er used fer geweku9 of mkrkTtin9 arly pinred or

ere
ruhr 'T
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CURRENT POSITION
(SMLL)

Cash Assets
Other
Current Assets
Accts Payable
Debt Oue
Other
Current uab.
Fix. Chg. Cnv.

20D9 2818 3/31/11

22.3 13.1
476.8 521.2
499.1 534.3
138.6 199.2
173.6 44.8
295.2 530.5
607.4 774.5
210% 237%

'I 3.5
1292.0
13D5.5
132.7
335.7
666.5

1134.9
250%

ANNUAL RATES Past
d change (perah) 10 Yis.
Revenues
"Cash Flow"

Earnings

Dividends
Book Value

Past Est'd 'Bsu10
5YIs, to'14'16

3. 5%

Cal-
endar
2005
2D09

2010
2011
2012

Cal-
endar
2008
2009
2DID
2DII
2012

Cal-
endar

20D7

20DS
2DD9

2010
2011

QUAltTERLY REVENUES (I miD:)

Mar,31 Jun.30 Sep.39 Dec.fl
506.8 589.4 672.2 568.5
550 2 612.7 680.0 597.8
588.1 671.2 786.9 664.5
610.9 705 810 724.1
650 750 865 760

EARNINGS PER $ HARE A

Mar31 Jun.30 Sep.30 Dec.31

.04 .28 .55 .23

.19 .32 .52 .21

.18 .42 .71 .23

.24 %%d5 .75 .26

.24 .49 .79 .28

QUARTERLY DNIDENDS PAID 'ar31Jun.30 Se .30 Dec.31

.20 .20
.2D .20 21 .21
.21 .21 .22 .22
.22 .23

Full
Year

2336.9
2440.7
271 0.7
2650
3025

Full
Year

1.10
1.25
1.53
1.70
1. 80

Full
Year

.40

.82

.86

CAPITAL STRUCTURE as of 3/31/11
Total Debt $5698.0 mgl. Due In 5 Yrs $201.9 mill.
LT Debt $5362.3 mill. LT Interest $280.D mig,
(Tutaf interest coverage: 1.9x) (56% of Cap'I)

Leases, Unuapitalized: Annual rentals $25.7 mdl.
Pension Assets-12/I 0 $861.0 mill

Oblig. $ 1285.5 mill.
Pfd Stock $27.8mig. Pfd Dlv'd NMF

Common Stock 175,356,140 shs.
as of 4I28/11

MARKET CAP: $5.2 biglun (Mid Cap)

2093.1

d155.8

2214.2

d342.3

2336.9

187.2

37.4%

561%
43.9%

8692.8

8720.6

NMF

NMF

NMF

50.9%

49.1%

9245.7

9318.0

NMF

NMF

NMF

NMF

53.1'/
46.9'/

8750.2

9991.8

3.7%

4.6%

3.D%

34'/

BUSIHESM Amedcan Water Works Company, Inn. is Ihs largest
investor-owned water and wastewater utility in the U.S., providing
services lo over 15 mgfiun people in over 30 states and Canada. Hs
nonregufated business assists municipalities and military bases
wtth Ihe maintenance and upkeep as well. Regulated operations
made up over 89% of 2DID revenues. New Jersey is its biggest

American Water Works continues to
execute a portfolio optimization stra-
tegy for its regulated business. This in-
cludes the recent acquisition of 11 regu-
lated water systems and 69 wastewater
systems in Missouri. The company also an-
nounced the sale nf its Texas subsidiary's
assets, and the divestiture of the regulated
water and wastewater operations in Ari-
zona and New Mexico. Meanwhile, Amer-
ican agreed to swap its regulated opera-
tions in Ohio for Aqua America's regulated
business in New York.
We believe that these moves, on bal-
ance, should yield some much-needed
cash. The value of afforementioned
divnstitures is roughly $470 million, and
that excludes the agreement to swap its
regulated business in Ohio (this deal
should net about $ 50 million for American
Water). The added cash ought to support
infrastructure expenditures and more
strategic expansion in the coming years.
Profit growth ought to persist at a
healthy clip for the utility. American
earned $ 0.24 a share during the first
quarter (excluding discontinued opera-
tions), driven by a one-percentage-point

2440.7 2710.7

209.9 267.8
37.9'/ 40.4'/
125'7 100%

2850

300

39.0N

10.0%

3025

330

38.5N
10.0%

Revenues ($ mill)

Net Profit Smgl

Income Tax Rate

AFUDC % ln Net Pragt

3500

410

38.0%

15.6%
56.9% 56.8'7

43.1% 43.2'/
9289.0 9561.3

10524 11059

3.8'/ 4.4'/

56.5%

43.5%

9850
11450

4.5%

56.5%

43.5%

Long Term Debt Ratio

Cemmnn E ui Ratio
10100

11875

S.g%%d

Total Capital ($ mgl)

Net Plant (Tmig)

Return on Total Cap'I

56.5%

43,5%

16605

13150

5.5%
52%
5.2%

65%
6.5%

1.8% 2.8%

65% 56%

7.0%

T.B/
3.5N

54%

7.5%

7.5%

3.5%

53N

Return on Shr. Equgy
ReturnonCamE ui

Retained te Gem Eq
Ag Div'ds to Net Prof

9.6%

9.0%

4.5%

52%%d

market aecounbng for over 19% of revenues. Has roughly 7,000
employees. Depreciation rale, 2.5% in '10. BlackRock, Ine., owns
6.9% of the common stock outstanding. Off. 8 dir. nwn less than
1%. President 4 CEO; Jeffrey Slerba. Chairman; George Macken-
zle. Address: 1025 Laurel Oak Road, Vooihees, NJ 05043. Tele.
phone: 856-346.8200. Internet www.amwaler.unm.

decline in the operating efficiency ratio
(maintenance expenses to revenues). We
look for profitability to improve in conjunc-
tion with more rate hikes on the horizon.
During the March quarter, the company
was granted $ 10.9 million in annualized
rate increases, assuming constant sales
volume. It also received awards in West
Virginia and Texas during the June inter-
im. All told, earnings ought to advance at
an over 10% pace this year, and at a mid-
single-digit clip in 2012, with the better
regulatory climate offsetting financing
costs.
American Water remains in good
shape for the long haul. A reshuffling of
the company's operations ought to improve
its bottom-line prospects over the pull to
2014-2016. Declines in residential water
usage should slow, and we look for more
growth of the company's commercial and
industrial water segments.
The stock is a Timely selection, but
does not stand out for price appreci-
ation potential out to 2014-2016. It
should be noted, however, that our projec-
tiona do not account for a divestiture yet.
Andre J. Cosfanza July 22 2011

able.

f)
0) In millions.
D) Includes intangib/es. In 2010: $ 1.251 bil-

lion, $7.15/share.
Salable and Is provided wkhsui wsaasues ef any Hsd.

Quarterly earnings may not sum due lu round-
Ing.
(B) Div/dends lo be paid in Februan%%d May, Au-
gust, and November. ~ Div. reinvestment avail-

Feslvsl material is obtained ksm sources believed Ie be

(A) Diluted earnings. Excludes nonreuuning
gains gosses): '08, ($4.82); '09, ($2.63). Dis-
continued operations: '06, 44); '11, 15.
Next earnings report due early August.
a ien. value LIne pubkshInn LLc. Aa nahis IeseIved.
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CURRENT POSITION 2069
($BILL)

Cash Assets 21.9
Receivables 70.7
Inventory (AvgCst) 9.5
Other 11.5
Current Assets 121.6
Accts Payable 57.9
Debt Due 87.0
Other 56.1
Current Lish. 201.0
Fix. Chg. Cov, 346%

2010 3I31f1 I

5.9 7.3
85.9 79.1

9.2 10.9
44.4 59.6

145A 156.9
45.3 29.5
28.5 28.4

149.9 151.4
223.7 209.3
29D% 3D6%

ANNUAL RATES Past
ofohange(per eh) f8yrs.
Revenues 8.0%
"Cash Flow" 0.5'/
Earnings
Dividends
Book Value 9.0%

Peel Est'd 'OB JIB
5 Yrs. Io '14'I 5

7.5% 6.5%

7.0% 6.0%

cat QUARTERLYREVENUES($ oilt)
ender Mar31 Jun.3D Sep.30 Dec31

Fait
Year

2068 139.3 151.0 177.1 159.6 627.0
2009 154.5 167.3 180.8 167.9 670.5
201D 160.5 176.5 207.8 179.3 726.1
2011 171.3 190 220 188.7 7/0
2012 190 200 230 200 820

Cal- EARNINGS PER SHARE X

ender Mar.31 Jun.30 Sep,30 Dec.31

.11 .17 .26 .19

.14 .19 .25 .19
16 .22 .32 .20

.19 .24 .34 .28

.20 .25 .37 .28

2DSS

2D09

2010
2011
2012

cal. QUARTERLY DIVIDENDS PAID e

ender Mar.31 Jun.30 Se .30 Dec.31

Full
Year

.73

.77

.90
1.05
1. 10

Full
Year

2007
2008
2009
2010
2011

.115 .115 .125 .125

.125 .125 .125 .135

.135 .135 .135 .145

.145 .145 .145 .155

.155 .155

.48

.51

.55

.59

CAPITAL STRUCTURE as of 3I31III
Total Debt $1550.5 mill. Due fn 5 Yrs $310 mill.
LT Debt $1530.1 mill. LT Interest $ 60.9 mill.

(LT interest earned: 4.5x; total interest coverage:
4.5x) (50% of Cap'6

Pension Assets 1211 0 $159 2 mVI.

Oblig. $234.9 mig
P fd Stock None
Common Stock 138,217,191 shares
as of 4I2711 1

MARKET CAP: $ 3.1 billion (Mid Cap)
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322.0
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367.2

67.3

442.0
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670.5 726.1

104.4 124.0
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145
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Revenues($ mitf)

Net Profit $ wig

970

200

39.3%

52.2'/

47.7%

990A

1368.1

7.8%

12.3'/

12.4N

5.1%

59%

38.5% 39.3%

54.2% 51.4'4
45.8'/ 48.6'/

1076 2 1355.7

1490.8 1824.3

7.6%%u 6.4%
12.7'/ 10.2%

12.7% 10.2%

5.2% 4.2%
59'/ 59%

39.4%

50.0%

50.0%

1497 3

2069.8
6.7'4

10.7%

10.7%

4.6%

57%

38.4'5 39.6%

52.0% 51.6%

48.0% 48.4%

1680.4 19D4A

2280.0 2506.0

6.9% 6.4'4

11.2% 10.0'/

11.2% ID.0%

4.9%
56'/

3.7%

63%

38.9%

55.4%

44.6%

2191.4

2792.8
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9.7%

9.7%

3.2%
67'/

39.7y 394'/ 39.2'/ 40.0% 40.0%%d

2.9% 3.1% 2.5% 2.5%

54.1% 55.6% 56.6% 550N 530%
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2306.6 2405.5 2706.2

2997.4 3227.3 3469.3

2765

3630
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9.4% 10.6'4 11.5% 115%
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Insome Tax Rate

AFUDC % lo Net Profit
Long.Term Debt Ratio

CommonE ui Ratio

Total Capital (iwiS)
Net Plant Smiil

Return on Total Cap'I

Return on Shr. Equity
Return on Com E ui

Retained to Cow Eq
Ag Div'de to Net Prof

40.0%

1.5N

47.0%

520N
3000

4320

6.0%

12.5%

12.5%

5.5%

56%

others. Water supply revenues 'ID: residential, 59.4'/; commercial,
14.5'/; industria 6 other, 26.0%. Officers and dirsdors own 2.0%
of Ihe common stock (4ll I Proxy). Chairman & Chief Executive Of-

ficer. Nicholas Desenediotis. Incorporaled: Pennsylvania. Address:
762 West Lancaster Avenue, Bryn Mawr, Pennsylvania 1901D. Tel-
ephone: 61D-525-1400. Infernet: www.aquaamerea.corn.

lifting the bottom line. The company is
going forward with its plans to file in
about seven states, including Pennsylvs-
nis, New Jersey, Ohio, Illinois, and Texas.
Thus far, Aqua America has received sp-
proximately $ 11 million in rate awards
snd surchsrges.
The company has solid long-term
prospects. Given Aqua America's sggres-
sive expansion plans, the company should
considerably benefit from acquisition
driven growth, which should more than
offset the slow organic growth it is ex-
periencing due to the tepid economy. Else-
where, increased drilling of gss in the
Merce))us Shale remains sn exciting pros-
pect, with the expansion of water sales to
trucks in the region progressing on sched-
ule. These factors, combined with likely fa-
vorable rate rulings, should provide a lift
to revenues snd earnings for the 2014-
2016 period.
Investors should find this issue of in-
terest. The stock's dividend yield is well
above the industry average, snd the com-
pany hss s long history of steady payout
increases.
Sahans Zursh/ July22 20/I

BUSINESM Aqua America, inc. is the holding company for water
and wastewater utilities that serve approximately Ihree million resi-
dents fn Pennsylvania, Ohio, North Carolina, ISinois, Texas, New
Jersey, Florida, Indiana, and five other states. Divested three of
four non.water businesses in '91; telemarketing group in '93; and
others. Acquired AquaSouroe, 7/03; Consumers Water, ril99; and

Aqua America should continue its
recovery in Z011. Namely, acquisitions
snd rate rulings are slated to provide s
considerable boost to the top and bottom
lines for this year.
Expansions remain the main focus.
The company's Texas subsidiary recently
completed its purchase of American Water
Works Company's Texas operations. This
acquisition is set to significantly expand
Aqua America's customer base in one of its
fastest growing sectors. The $ 6 million
transaction added a total of 51 water and
five waste water systems, which serve ap-
proximately 16,000 people. The new unit
will operate out of Aqus's Houston office,
snd the expanded subsidiary will cover a
number of counties in the area including
Brszonfa, Harris, Liberty, snd Matagorda.
With the completion of this acquisition,
Aqua America hss grown its Texas cus-
tomer base by about 50% since Z003, when
it first entered the market. The company
is planning a total of 15-20 acquisitions for
the yesr, with future purchases planned in
Pennsylvania, Texas, North Carolina, and
Virginia.
Rate rulings should also play a role in

(A) DiIuied egs. ExoL nonrec. gains Oosses): ings report due late July. (0) in miiions, adjusted for stook splits.
'99, (114); '00, 24; '01, 20; '02, 54; '03, 4/. (B) Dividends hisloricaBy paid in early March,
Exol. gain from disc, operations''96, 24. Earn- June, Sept. It Dec. Divd. reinvestment plan
ings may not add due to rounding. Next earn- available (5% discount).
e iow, value Une publtshnq Lkc. Ao nobis reserved Factual usiensl rs obtained frow sources believed io be rerehle and is provided wihout warreniies ol any kind.
THE puBUBHER Is Nof REspoNslBLE FQR ANY ERRQRs oa GMIBSIGNS HEREIN. This pvbirosiion is sirioay for svbsmber's own, noovowwerusl, iniemel use. No pari
of ri wsy be reproduced resold stored or vsnsrneed in any piinierl elesiror'o or uher form rv user fer aenerskng or msrkeong any printed or deurono publication ser 'oe er product
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Financial Strength Bv

Price Stability 100

Prise Growth Persistence 45

Earnings Predictabilily 90

0 VALUE LINE FUBLMHING LLC

SALES PER SH
"CASH FLOW" PER SH

EARNINGS PER SH

DIV'DS DECL'D PER SH
CAP'L SPENDING PER SH

BOOK VALUE PER SH

COMMON SHS OUTST'G MILL)

AVG ANN'L P/E RATIO

RELATIVE P/E RATIO

AVG ANN'L DIV'D YIELD

SALES ($MILL)

OPERATING MARGIN

2003

6.20
1.28

.64

.53
4.20
9.01
5.85

24.7
1.41
3.4%

36.3

20D4

6.67
1.42

.72

.55
4.82
9.26
5.93

25.4
1.34
3.0%

39.6

2005

7.52
1.56

.81

.58
3.35
9.60
6.02

24.2
1.28
2.9%

45.3
100.0%

2006

7.77
1.75

.97

.61

5.08
10.15

6.D9

20.3
1.10
3.1%

47.3
45.6%

2007

7.20
1.57

.90

.66
3. 66

11.66
7.30

21.5
1.14
3.4%

52.5
45.6%

2008

7.59
1.65

.86

.71

6.09
11.86
7.40

2D.1

1.21
4.1%

56.2
45.1%

2009

8.11
1.84

.97

.72
2.32

12.15
7.51

16.4
1.09
4.5%

60.9
46.9%

2010

8.48
1.92
1.0D

.75
2.57

12.44
7.65

18.2
lnl6
4.1%

64.9
46.5%

2011

1 ooa,a

19.1

35D

VOL
ghous )

2012/2013

1 13 c/NA

1 6.9/NA

Bold f/gents
are consensus

DEPRECIATION ($ MILL)

NET PROFIT ($MILL)

INCOME TAX RATE

NET PROFIT MARGIN

3.6
3.9

4.0
4.4

37.9% 39.6%
10.8% 11.1%

4.4
5.0

4.6
6.1

39.9% 39.0%
11.1% 12.8%

5.8
6.4

5.2
6.3

6.6
7.3

39.8% 40.8% 40.1%
11.9% 11.4'4 11.9%

7.0
7.6

40.0%
11.7'/

rise
0 l s

and, us/ng me
recent prrcss,

WORKING CAP'L ($ MILL)

LONG-TERM DEBT ($MILL)

SHR EQUITY $ MILL

01D.5
80.6
52.7

d8.7
82.4
54.9

(II.B
92.4
57.8

08.8
92.1
61.8

2.5
91.8
85.1

&I2D.9

107.6
87.8

d23.3
106.0
91.2

&127.9

105.1
95.1

Pig rag s.

RETURN ON TOTAL CAP'L

RETURN ON SHR. EQUITY

RETAINED TO COM Ea
ALL DIV'Ds TO NET PROF

4.5% 5.1%
7.4% 8.0%
1.4% 2.1%

81% 74%

5.3% 5.8%
8.7% 9.8%
2.7% 3.8%

69% 61%

5.3%
7.4%

4.7%
7.3%

5.2%
8.0%

2.1% 1.4% 2.1%
71% 81% 74%

5.6%
8.0%
2.0%

75%
ANo. of sna/isis changing esm. esf. in lasl s days: 0 up adown, consensus Syesr earnings growlh 2 6M peryear eBssed upon dana/ysfs'sfimefes Based upon 4 enslysfs'eslimelss.

ANNUAL RATES

of change /per share) 5 Yrs.
Sales 3.5%
"Cash Flow" 5.0%
Earnings 5.5%
Dividends
Book Value 5.5%

I Yr.
4.5%

4.5%
2.5%

ASSETS (smgL)
Cash Assets
Receivables
Inventory
Other

Current Assets

2009 2010
5 .2

9.0 5.1
1.2 1.2
2.5 7.5

13 2 14.0

3/31/11

.3
82
1.3
2.0

11.8

Fiscal
Year

12/31/09
12/31/10
12/31/'l1
12/31/12

QUARTERLY SALES (smgl.) Full
la sa sa 4Q Year

13.9 15,4 16.1 15.5 60.9
IS.D 10.0 18.0 16.9 04.9
14.8

Property, Plant
& Equip, at cost

Accum Depreciation
Net Property
Other
Total Assets

403.0 414.6
64.9 69.2

338.1 345.4
7.6 12.1

358.9 371.5

350.7
7.8

370.3

Fiscal
Year

12/31/08
12/31/09
12/31/10
12/31/11
12/31/12

Cal-
endar

2006
20D9

2010
2011

EARNINGS PER SHARE Full
IQ 2Q 3Q 4Q Year

.13 .21 .35 .17 .86

.22 .27 .28 .20 .97

.22 .24 .38 .16 1.00

.13 .24 .39 .22

LIABILITIES ($mig.)
Accts Payable
Debt Due
Other

Current Uab

3.7 3.4 3.6
27.7 30.6 27.6

5.1 7.9 7.0
36.5 41.9 38.2

QUARTERLY DIVIDENDS PAID Fug
la 2Q 3Q 4Q Year

.178 .71

.187 .72

.189 .75

.172 .178 .178

.178 .178 .178

.187 .188 .188

.189 .19

LONG-TERM DEBT AND EQUITY
as of 3/31/11

Due in 5 Yrs. NATotal Deb! $134.5 mill.
LT Debt $106.9 mill.
Including Cap. Leases NA

(53% of Cap'I)
Leases, Uncapitalized Annual rentals NA

INDUSTRY: Water Utility

BUSINESS: Artesian Resources Corporation, through its
subsidiaries, provides water, wastewater and other services
on the Delmarva Peninsula. The company distributes and
sells water, including water for public and private fire
protection, to residential, commercial, industrial, municipal
and utility customers throughout the states of Delaware,
Maryland and Pennsylvania. It also provides wastewater
services tn cnstomers in Delaware anrl has entered into
purchase agreements to provide wastewater services in the
state of Maryland. In addition, Artesian provides contract
water and wastewater operations, water and sewer service
line protection plans, wastewater management services, and
design, construction and engineering servioes. Artesian
Resources is the parent holding company ofArtesian Water
Company, Inc., Artesian Water Pennsylvania, Inc., Artesian
Water Maryland, Incv Artesian Wastewater Management,
Inc., Artesian Wastewater Maryland, Inc. and three other
entities. Has 23 0 employees. Chairman, C.E.O. & President:
Dian C. Taylor. Address: 664 Churchmans Rd., Newark, DE
)9702. TeL: 302 453-6900. Internet:
http: //www.artesianwater.corn. I/(T.

July 22, 2011

to Buy
to Sell
Hid's(BDO)

INSTITUTIONAL DECISIONS

3Q'10 4Q'ID IQ'l1
17 23 24
20 21 19

2148 2190 23DS

Pension Liability $.5 mis. in '10 vs. $.7 mill. In '09

Pfd Stock None Pfd Div'4 Paid None

Common Stock 7,665,000 shares
(47% of Cap'I)

3 IHos. 6 Mos. 1 Yr. 3 Yrs. 5 Yrs.

-6.62% -3.02% 1.56% 11.47% 12.77%

TOTAL SHAREHOLDER RETURN
Dividends plus appreciation es or 6/3/usu fr

elan veils uns publshina LLc. All riehls mseNed. Fschrsl meter el is obtained from sources believed lo be reliable snd is provided whhoui wsrrsnbes of snf hnd.
THE PUBLISHER IS NOT RESPONSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. Thrs nublrcslionis slricdy for subscribers own, non.commerrial, rnternsf use. Bo pari l s s ', l I I I I I'f

rl msy te reproduced, resold, stored cr usnsmillsd in any pdqlsd. elemodc or uher form, or used for genera/ing or mwkebng any printed or dedroric publicstnn, semce er purist



23.3
13.8

22.9 22.7
16.4 17.1

21.1
15.6

19.0
13.0

15.7
I 1.8

14.3 13.4
11.4 0.2

High'5.7
Low: 10.0

7IMELINESS 3 Rdrsed7I2201

SAFETY 3 lowered 7i27i07

TECHNICAL 3 tcmrMIIRTNB

BETA so D.oo Market)

LEGENDS— I six Oruidends e sh
dwided bv Interest Rate
Relative price srrengtr

i.for-l split lies
E.fur-l splrt afti
Options Ves
Shaded areas micare recessions

2014.16 PROJECTIONS
Ann'I Total

Prise Gain Return
High 38 (+80%I 14%
Lew 20 (+5'/) 5%
Insider Genie iona

ABC HBJFMA
losuy I 0 0 0 0 0 BIB 0
Opthns 0 2 0 I 0 0 0 0 0
(cess 0 0 0 I 0 0 0 0 0
Institutional Decisions

icicle toiele loieo
le our 53 aa 56
tsaeu 53 4O 4B
Hid'slm IS412 20250 2115S

Percent 18
shares 12
waded B

CALIFORNIA WATER
'"'"'8.73 '"ED 18.7(l'll:.'III)

RELATNE DIV'D 0

24.1
16.7

19.0 I 9.2
16.9 17.3

Target Price Range
2014 2015 2016

64

48
4D

32

24
20
16

12

% TOT. RETURN 6f1 1

THIS uk wroth
srocu races

8.4 35.8
257 51.3
22.a 50 s

I yr
3 yr
8 vr

P(E RAT)D 1.17 YiD 3.3 /0 ru
ue
O

tkl

O

1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2000 2009 2010 2011 2012 or VALUE LINE PUB. LLC 14.16
6.58

1.04

.58

1.09

5.86

25 08

7.24

1.25

.75

1.41

5.11

25.24

7.74

1.46

.92

7.38

1.3D

.73

1.30 1.37

6.50 6.69

25.24 25.24

7.98

1.37

.77

8.08

1.26

.66

8.13

1.10

.47

8.67

1.32

.63

1.72 1.23 2.04 2.91

6.71 6.45 6.48 6.56

25.87 30.29 30.36 3D.36

8.18

125
.61

2.19

7.22

33.86

8.59

1.42

.73

I 87

7.03

36.73

8.72

1.52

.74

2.01

7.90

36.78

8.1 0

1.3li

.67

8.88

1.56

.75

9.9D

1.86

.95

10.82

1.93

.98

2.66

10.13

1.84

9.25

214
9.07

2.41

9.72

41.31 41.33 41.45 41.53

II.D5
'l.93

.91

11.35

2.25
1.00

.62

11.80 Revenuespersh
235 "Cash Flow" per ah
1.10 Earnings persh"
.64 Div'dDecl'dpersha

297
10.45

3.05

10.60

3.00 Cap'I Spending per eh
10.05 Book Value per eh c

41.67 44.00 45.00 Common Shs Outsl'g n

13.40

245
1.35

.70

3.10

12.35

48.50
13.7

.92

6.4%

11.9

.75

5.8'/

12.6 17 8

.73 .93

4.6% 4.2'/

17.8 196 27.1 19.8

I Dl 1.27 1.39 1.08

4.0'/ 4.3'5 4.4'/ 4.5'4

22.1

1.26

4.2%

20.1

1.06

3.9'/

24.9

1.33

3.1%

29.2 26.1 19.8

1.58 1.39 1.19

2.9% 3.0'4 3.1 %

19.7

1.31

3.10

20.3 surd re re* r Avg Ann'I PIE Ratio

1.30 vcw «"'elative p/E Ratio

3.2%
" ' '*

Avg Ann'I Div'd Yield

20.0

1.35

2.8%

CAPITAL STRUCTURE as of 3I31HI
Total Debt $51 0.2 mill. Due in 5 Yrs $40.8 mitt.
LT Debt $479.0 mill. LT Interest $31.9 mill.

(LT interest earned:? 3x; total int, wvc 2.2x)
(53% of Cap'0

Pension Assets-12/10 $139.0 milL

Oblig. $269.9 mill.
Pfd Stock None

Common Stock 41,752,032 shs.
(adj. for 2-for-I split, paid 6fl 3fll)

MARKET CAP: $775 mislun (Srnag Cap)

246.8 263.2

14.4 19.1

39.4'/ 39.7%

SD.3% 55.3%

48.8'/ 44.0%

402.7 453.1

624.3 697.0
5.3'/ 5 9%

7.2% 9.4'/
7.2% 9.5'/

277.1

19.4

39.9'/r

10.3'/
50.2'/

49.1%

498.4

759.5

5.5%

7.8%

7.9'4

315.6

26.0

39.6%

3.2'/

48 6%

50.8'5

565.9

8D0.3

6.1%

8.9%

9.0%

320.7

27.2

42.4%
3.3'/

48:3%

51.1'/

568.1

862.7
6.3'/

9.3%

9.3%

334.7

25.6

367.1 410.3

31.2 39.8

449.4

40.6

6.5'4

9.6%
9.6'/.

5.2% 5.9'/ 7.1%
6.8'/ 8.1% 99%
6.8% 8.1'y. 9.9%

37.4'4 39.9'/ 37.7% 40.3%

10.6% 8.3% 8.6'/ 7.6%

43.5% 42.9% 41.6% 47.1%

55.9% 56.6% 58.4% 52.9'/
670.1 574.9 MD.4 794.9

941.5 1010.2 11124 1198.1

46D.4

37.7

50D

47.0
530 Revenues ($ mgD E

52.0 Net Profit $mg

914.7

1294.3

945
1360

1020 Total Capital ($mED

1440 Net Plant $ mDI

5.5% 7.0% 5.5% Return on Total Cap'I

86% 10.0% f0.0% Return onShr Equity
8.6% 10.0% 10.0% Return on Com E uity

39.5'/ 35.0% 36,5% Income Tax Rale
42'/, 100% f00% AFUDC%loNetProfit

52.4% 50.5% 51.5% Long-Tenn Debt Ratio

47.6% 49.5% 48.5% Common E ui Ratio

650

63.0

39.0%

Ig.p%%d

50.5%

49.5%%d

1210

1700

7.0%

10.5%

10.5%

CURRENT POSITION
($MLL)

Cash Assets
Other
Current Assets
Accts Payable
OeblOue
Other
Current Liab.
Fix. Chg. Cov.

9.9 42.3
82.3 83.9
92.2 126.2
43.7 39.5
25.0 26.1
41.7 41.7

110.4 107.3
430% 390%

40.9
80.2

129.1
3631
31.2
50.2

117.5
275%

2009 2810 3I31/11 NMF

119%

f.0%

90%

.7%

91%

21%
Tf%

2.1%

78%

I.D%

86%

1.8% 3.8% 3.8%

77% 61% 60'/
3.0%

66%

4.0%

58%

4.5% RetainedtoComEq
55% AIIDiv'dstoNetProf

$.5%

54%

BUSINESS; California Water Senice Group provides regulated and
nonregulated water service (o roughly 470,200 customers in 83
communities in California, Washington, New Mexico, and Hawaii.
Main senrice areas'San Francisco Bay area, Sacramento VaEey,
Salinas Valley, San Joaquin Valley 8 parts of Los Angeles. Ac.
quired Rio Grande Corp; West Hawse Utilities (9/08). Revenue

breakdown, '10: residential, 72%; business, 20%; pubIc authorities,
4%; indusfnal, 4'/. '10 reported depreciation rale: 2.3%. Has
roughly 1,127 employees. Chairman: Robert W. Foy. President 8
CEO: Peter C. Nelson (4/11 Proxy). Inca Delaware. Address: 172D

North First Street, San Jose, California 951124598. Telephone:
400-367-0200. Internet: www.calwatergroup.corn.

ANNUAL RATES Past
et change (per eh) 10 Yrs.
Revenues 3.0%
"Cash Flow" 4.0%
Earnings
Dividends 1.0%
Book Value 4.5'y.

Past Est'd'08w18
5 Yrs. to'14v16

4.5% 4.0%
6.5% 4.0%

5.5% 3.5%

Cal-
endar

QUARTERLY REVENUES ($ mi0,)w

Mar.31 Jun.30 Sep,30 Dec.31
Full
Your

410.3
449.4
46D%%d

500
530

Cal-
ender
2DDS

2009
2010
2DII
2012

Cal-
endar

2007
2008
2009
2010
2011

EARNINGS PER SHARE n

Mar31 Jun.3D Sep.3D Dec.31

.01 .24 .53 .17

.06 .29 .47 .16

.05 .25 .49 .12
.05 .26 .54 .15
.08 .27 .58 .17

QUARTERLY DIVIDENDS PAID a,
Mar31 Jun.30 Se .30 Dec.31

.145 145 .145 .145

.147 .147 .147 .147

.148 .148 .148 .148

.149 .149 .149 .149

.154 .154

Full
Year

.95

.98

.91
1.00
1. 10

Full
Year

.58

.59

.59

.60

2008 72.9 105.6 131.7 100.1
2DD9 86.6 116.7 139.2 106.9
2010 90.3 118.3 146.3 105.5
2011 90.1 126.9 160 115
2D12 103 132 170 125

California Water Service Group
issued a 2-for-1 stock split just a little
over a month ago. (All the figures in our
presentation have been adjusted accord-
ingly). We believe that the water utility
signed off on the move in an attempt to
provide a more attractive entry point for
investors and bring in some much-needed
funds (scc below for greater details).
Split-adjusted first-quarter results
were as anticipated ... The company
reported share not of $ 0.05, mirroring the
year-before performance. Although sales
continued to benefit from a complementary
regulatory environment, the rising costs of
doing business offset these gains.

but we have revised our es-
timates downward, nonetheless. Oper-
ating costs are expected to remain on the
rise, and additional share and/or debt issu-
ance is likely in the cards. They will have
a dilutive effect on earnings, and we now
look for a share gain of $ 1.00 this year.
Financial constraints are not likely to
subside, either. The aforementioned fi-
nancial maneuverings are just a Band-Aid
on what we view as a gaping wound. Many
of the country's pipolinos and wells are old

and in need of significant repair, if not
overall replacing. The company's cash cof-
fora are light, however, and it will proba-
bly need to look to outs(do financiers in
the near future to meet the costs of doing
business. It has already extended its line
of credit to $400 million and received au-
thorization to issue another 15 million or
so shares from the board of directors in
case it needs to increase appropriations
going forward.
Most investors will want to look else-
where. CWT shares are neutrally ranked
for the year ahead, and do not stand out
for 3- to 5-year price appreciation poten-
tial, either as we do not think that earn-
inga growth will be able to keep pace with
the accelerating costs of doing business.
Although the income component is attrac-
tive at first blush, the capital require-
ments we envision persisting will likely
bring the dividend yield back to a more
reasonable level further out. Therefore, we
believe that there are much better income-
producing offerings to choose from in the
Electric utility segment, especially on a
risk-adjusted basis.
Andre J Cosfanza July 22 20ll

(A) Basic EPS. Excl. nonrecurring gab Dose): (B) Dividends historically paid in early Feb., (C) IncL deferred charges. In '10: $2.2 milL,
'DO, (70); '01, 40; '02, 80. Next earnings report May, Aug., and Nov. ~ Divd reinvestment plan $0.11/sh.
due July 29th. available. (0) tn millions, adjusted for solo

(E) Excludes non-reg. rev.
e 2011, value Une puuestuns LLc. au rishrs rescued. Fachrel merenel rs obtained from sources uelreved tu be relrsbfe end is provided wthuut warranues of env krnd.
lliE pUBLlsHER fs HDT RE8powslBLE 7'GR ANY ERRQRB oR CMlsslows HEREIN. Ttiis publ ceuun is stncuy for subscnuer's uwn, nun.cummerdel, internet use. Bo peri
of I mey te reproduced, resold, stared or trensniiued o any pnnted, deururic or oher form cr used for generaung er merkeeng any pnreed or eledrorlc publcsriun, senlce cr porbci
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Stock's Price Stability 90
Price Growth Persistence 65
Earnings Predictability 85
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YLG 3 6/0CO)g fP $Pg(/th$$
RECENT IRA)L)MG

2Q 2
RELAINE

g g4
DN'0 0

NDQ CR/)S PRICE 25 66 P/ERAT)0

30,41 29.76
24.00 23.83

28.17
21.91

27.71
20.29

27.90
20.00

26.44
17.31

25.61
22.40

28.95
19.26

28.27
23.27

High
Low

PERFORMANCE 3 4 go
e I

Abo
SAFETY 2 Au "n

Technical

BETA .80 (1.00 = Market)

LEGENDS
12 Mon Mon Aug

~ ~ . Rnl Pnoo Strength
girded n ron rn dna for rrrerrml

45

30

22.5

13

Financial Strength Bf

Prrce Stability 95

Prrce Growth Pnrsistnnna 25

Earnings Predictability 80

O VALVE LINE PUBLISHING LLC 2003 2004 2005 2006 2007 2008 2009 2010 2011

5$0

VOL
(thorln.)

2012/2013

SALES PER SH
"CASH FLOW" PER SH

EARNINGS PER SH

DIV'DS DECL'D PER SH
CAP'L SPENDING PER SH

BOOK VALUE PER SH

COMMON SHS OUTST'G (MILL)

AVG ANN'L PIE RATIO

RELATIVE P/E RATIO

AVG ANN'L DIV'D YIELD

SALES ($ MILL)

OPERATING MARGIN

DEPRECIATION ($ MILL)

NET PROFIT (BMILL)

5.91
1.89
1.15
.83

1.49
10.46
7.97

23.5
1.34
3.0%

47.1
52.1%

5.9
9.2

6.04
1.91
1.16

.84
1.58

10.94
B.D4

22.9
1.21
3.1%

48.5
51.0%

6.0
9.4

5.81
1.62

.88

.85
1.96

11.52
8.17

28.6
1.51
3,4%

47.5
48.3%

6.1
7.2

5.68
1.52

.81

.86
1.96

11.60
8.27

29.0
1.57
3.6%

46.9
43.7%

5.9
6.7

7.05
1.90
1.05

.87
2.24

11.95
8.38

23.0
1.22
3.6%

59.0
40.8%

7.2
8.8

7.24
1.95
1.11

.88
2.44

12.23
8.46

22.2
1.34
3.6%

61.3
49.0%

7.1
9.4

6.93
1 93
1.19

.90
3.28

12.67
8.57

18.4
1.22
4.1%

59.4
35.8%

6.4
10.2

7.65
2.04
1.13

.92
3.06

13.05
8.68

20.7
1.32
3.9%

66.4
40.7%

7.9
9.8

1 34n,a

19.1

I 37 c/NA

f 8.7/NA

Bo/d f/grrrnn

are consensus
oarnfngn
nnrlmafon

INCOME TAX RATE

NET PROFIT MARGIN

17.9%
19.5%

22.9%
19.4% 15.1%

23.5% 32.4%
14.3% 14.9%

27.2% 19.5%
15.4% 17.2%

35.2%
14.8%

and, using lh

rononf prices,
WORKING CAP'L ($ 90LL)

LONG-TERM DEBT (SMILL)

SHR. EQUITY ($ MILL)

RETURN DN TOTAL CAP'L

RETURN ON SHR. EQUITY

RETAINED To COM EQ

ALL DIV'DS To NET PROF

03.9
64.8
84.2
7.5%

10. 9%
3.2%

71%

d.7
66.4
88.7

7.0%
10.6%

13.0
77.4
94.9

5.0%
7.5%

3.1% .3%
71% 95%

1.2
77.3
96.7

8.1
92.3

100.9

NMF
105%

1.6%
82%

4.9% 5.5%
6.9% 8.7%

d3.3
92.2

104.2
5.9%
9.0%

d13.1
112.0
109.3

5.5%
9.3%

1.9% 2.3%
79% 76%

&I14.7

111.7
114.D

5.4%
8.6%
1.6%

81%

Pra rnflon.

"No. of analysis changing nam. nnl. in loni g days: 0 np 0 down, ronronsrrn 5 your oamrngo growlh 4 ON par year uBanod upon S analysts'nfimafon. Based upon S analysis'nfimsfor

ANNUAL RATES

of chango /par ahern/ 5 Yrs.
Sales 4.0%
"Cash Flow"

Earnings
Dividends 1.5'/
Book Value 3.0%

I Yr.
ID.5%
5.5%

-5.0%

3.0%

QUARTERLY SALES ($mig.) Full
IQ 2Q 3Q 4Q Year

Fiscal
Year

12/31/09 134 15.2 16.6 14.2 59.4
12I31/10 13 8 15.9 21.0 15.7 664
I 2/31/1 1 17.5
12I31II 2

EARIUNGS PER SHARE Full
IQ 2Q 30 4Q Year

Fiscal
Year

.20 .35 34 .22 1.11

.13 .27 .67 .12 1.19

.12 .27 .54 20 1.13

.26 .36 NB .23

12/31/08
12/31/09
12/31/10
12/31/11
12/31/12

QUARTERLY DIVIDENDS PAID Full
IQ 2Q 3Q 4Q Year

Cal-
endar

2008
2009
2010
2011

.218 .218 .222 .222 .88
222 .222 .228 .228 .90
.228 .228 .233 .233 .92

.233 .233

ASSETS ($miU.)

Cash Assets
Receivables
Inventory(Avg cost)
Other

Currant Assets

2009 2010
5.4 1.0
6.5 10.1
1.1 1.7
7.0 7.6

20.0 20.4

3I31/11

1.2
15.4

1,2
34

21.2

Properly, Plant
8 Equip, at cost

Accum Deprecation
Nat property
Olhsr
Total Assets

448.2 471.6
123.0 127.4
325.2 344.2 350.3

70.1 60.6 55.5
415.3 425.2 427.D

LIABILITIES ($ mrg,)
Armis Payable
Debt Dua
Other

Current Lrab

6.5 6.6 4.6
25.D 26.3 26.3

1.6 2.2 3.2

33.1 35.1 34.1

LONG-TERM DEBT AND EQUITY
as of 3/31/11

Total Debt $137.8 mill. Dun in 5 Yrs. NA
LT Debt $111.5 mill.
Including Cap. Leases NA

(49% of Cap'I)
Leases, Uncapitaliked Annual rentals NA

INDUSTRY: Water Utility

BUSINESS: Connecticut Water Service, Inc. primarily
operates as a water utility provider. The company operates
through three segments: Water Activities, Real Estate Trans-
actions, and Services and Rentals. The Water Activities
segment supplies public drinking water to its customers. Its
Real Estate Transactions segment involves in the sale of its
limited excess real estate holdings. The Services and Rent-
ala segment provides contracted services to water and
wastewater utilities and other clients, as well as leases
certain properties to third parties. This segment's services
include contract operations of water and wastewater facili-
ties; Linebacker, its service line protection plan for public
drinking water customers; and provision of bu)k deliveries
of emergency drinking water to businesses and residences
via tanker truck. In April, Connecticut Water Service com-
pleted the acquisition of the Green Springs Water Company
in Madison, Connecticut. Has 204 employees. Chairman,
OSLO. /k President; Eric W. Thornburg. Inca CT. Address:
93 West Main Street, Clinton, CT 064)3. Telx (860)
669-8636. Internet: http://www.ctwater.corn.

July 22, 2011

fo BUY

to Sail
Hid's(000)

INSTITUTIONAL DECISIONS

3Q'10 4Q'10 IQ'11
21 27 25
21 19 19

2747 2764 2769

Pension Liability $1 6.7 mill. in '10 us. $ 14.9 mill, in '09

Pfd Stock $.8 mgl.

Common Stock 8,705,000 shares

Pfd DIVd Paid NMF
TOTAL SHAREHOLDER RETURN

Diwdnndo plus approciafion an or acnryo1 I

3 Mos. 6 Mos 1 Yr 3 Yrs 5 Yrs
(51% of Cap'I)

-2.02% -6.54% 26.42% 28N5% 32.06%

eton value Unn publifhinn Ltc. As nqhlr reserved Fnrlunl nalnrin\ in obrdnnd from sources bngernd lo be rnlrabln and is provided rshoul wnrranuos of any knd.
THE pUBLlsHER Is NOT ntspcnslBLE FoR ANY ERRoRs 0R QMissIQNs HERON. Ibis oubnavur ls snidly for fubsrrlbn/s own, nonnowmnrnnl, inrnmaf ufo. No pari I r I ', I I I I I I'f

it may be reproduced, myoid, stared or oonrmihnd in any pdnlod, rlndrorrr or rant farm, or used for generating or muknlng any prirlod or nlnnrorir ydsroiorl non 'rn or podurr



PIERATIO 18.5 PIERATIO 1.05 TLO 3.9/0NOQ 4EEENINIDDLESEX WATER
RECENT

$ g 8g
TRAILING RELAT(t/E DIV'D 0

PERFORMANCE 3 A e ge

Technical 3 Am g
Ab v

SAFETY Avr Co

BETA .75 (1.00 = Market)

21.23 21.81
15.77 16.65

LEGENDS
12 Mos Mov Avg.... Rsl Price Strength

3-for-2 splrl 1/02
4-for-3 split 11/03
Sbsdsd ares mdkrsler rscrrrroc

23.47
17.07

20.50
16.50

20.24
16.93

19.83
12.05

17.91
11.64

19.31
14.74

19.31
17.35

High
Low

IB

13

m '4
'm g

Financial Strength Btt

Prise Stability 95

Price Growth Persistence 30

Earnings Predictability 85

O VALUE LINK PUBLISHINC LLC

SALES PER SH
"CASH FLOW" PER SH
EARNINGS PER SH

DIV'Ds DECL'D PER SH
CAP'L SPENDING PER SH

BOOK VALUE PER SH

COMMON SHS OUTST'G (MILL)

AVG ANN'L P/E RATIO

RELATIVE PlE RATIO

AVG ANN'L DIV'D YIELD

2003

6.12
1.15

.61

.65
1.87
7.6D

10.48
30.0

1.71
3.5%

2004

6.25
1.28
.73
.66

2.54
8.02

11.36
26.4

1.39
3.4%

2005

6.44
1.33

.71

.67
2.18
8.26

11.58
27.4

1.45
3.5%

2006

6.16
1.33
.82
.68

2.31
9.52

13.17
22.7

1.23
3.7%

2007

6.50
1.49

.87

.69
1.66

10.05
13.25
21.6

1.15
3.7%

2008

6.79
1.53

.89

.70
2.12

10.03
13.40
19.8

1,19
4.0%

2009

6.75
1.40

.72

.71
1.49

10.33
13.52
21.0

1.40
4.7%

2010

6.60
1.55

.96

.72
1.9D

11.13
15.57
17.8

1.14
4.2%

2011

gg A,u

19.2

1100

VDL
gbcos I

2012f2013

I 04 c/NA

18.1/NA

SALES ($MILL)

OPERATING MARGIN

DEPRECIATION ($MILL)

NET PROFIT (SHILL

INCOME TAX RATE

NET PROFIT MARGIN

WORKING CAP'L ($ MILL)

LONG-TERM DEBT (SMILL)

SHR. EQUITY ($ MILL)

5.6
6.6

6.4
8,4

7.2
8.5

32.8% 31.1% 27.6%
10.3% 11.9% 11.4%

013.3
97.4
83.7

611.8
115.3
99.2

d4.5
128.2
103.6

64.1 71.0 74.6
44.0% 44.4% 44.4%

8.2
11.8

7.8
10.0
33.4% 32.6%
12.4% 13.8%
2.8

130.7
133.3

rf9.6
131.6
137.1

81.1 86.1
47.4% 47.0%

91.0
46.9%

8.5
12.2
33.2%
13.4%

040.9
118.2
141.2

91.2
42.6%
9.2

10.0
34.1%
10.9%

d38.6
124.9
143.0

102.7
46.7%
10.0
14.3
32.1%
13.9%

017.9
133.8
176.6

Bold figures
are consensus

earnings
s rr rsu

snd, using lbe
recent pr/ces,

PAE ref/os.

RETURN ON TOTAL CAP'L

RETURN ON SHR. EQUITY

5.0% 5.1%
7.9% 8.5%

5.0%
8.2%

5.1%
7.5%

5.6%
8.6%

5.8%
8.6%

5.0%
7.0%

5.7%
8.1%

RETAINED To COM EQ

ALL DIV'DS TO NET PROF
NMF

106%
.9% .6%

90% 94%
1.3% 1.8%

84% 79%
2.0%

78%
.1%

98%
2.1%

75%
*No. of analysis ccsngrng eam. ssr. in last c dsyw c up 0 dawn, consensus 5 year eemrngs growfb 3 CN per year uBssed upon 3 analysis'slrmalss. 8 sed upon 3 analysts'srrmsrsr.

ANNUAL RATES

ofchange (per share) 5 Yrs.
Sales 1.5%
"Cash Flow" 3.5'/
Earnings 4.5%
Dividends 1.5'/
Book Value 5.5%

I Yr.
-2.0'/
10.0%
33.5%

8.0%

Fiscal
Year

QUARTERLY SALES ($ miU.)

1Q 2Q 30 4Q
Full
Year

12/31/09
12/31/I 0
12/31/11
12/31/I 2

Fiscal
Year

12/31/08
12/31/09
12/31/I 0

12/31/11
12/31/12

Cal-
endar

2008
2009
2010
2011

EARNINGS PER SHARE
10 20 3Q 4CI

.15 .26 .35 .13

.10 .21 .29 .12

.11 .31 .37 .17

.17 .28 .35 .18

QUARTERLY DIVIDENDS PAID

IQ 2Q 30 40

.175 .175 .175 .178

.178 .178 .178 .18
.18 .18 .18 i as
.183 .183

Full
Year

.89

.72

.96

Full
Year

.70

.71

.72

INSTITUTIONAL DECISIONS

3Q'I D 40'10 I Ct'11

30 39 25
24 21 25

5930 6031 6200

to Buy
to Sell
Hfd's(000)

20.6 23.1 25.5 22 0 91.2
21.6 26.5 29.6 25.0 102.7
24.0

ASSETS ($mi0.)
Cash Assets
Receivables
Inventory (Avg cost)
Other

Current Assets

2009 2010
4.3 2.5

10.6 16.7
1.6 2.2
5.5 1.4

22.0 22.8

3/31/11

3.8
14.6

1.5
1.5

21.4

Property, Plant
8 Equip, at cost

Accum Depreciation
Net Property
Other
Total Assets

453.6 490.6
77.1 84.7

376.5 4D5.9
59.6 60.5

458.1 489.2

409.7
58.9

490.0

LIABILITIES ($ mi0.)
Accls Payable
Deb! Due
Other

Current Liab

4.3 6.4 5.2
46.6 21.4 22.2

9.8 12 9 14 3

60.7 40.7 4 1.7

P fd Stock $3.4 mill. P fd Div'0 Paid $.2 mill.

(1% oi Cap'I)

Common Stook 15,587,000 shares
56'/ of Cap'I

LONG-TERM DEBT AND EQUITY
as of 3/31/11

Total Debt $ 155.3 mill.
LT Debt $ 133.0 mill.
Including Cap. Leases NA

(43% of Cap'0
Leases, Uncapitalizad Annual rentals NA

Pension Liability $28.6 mill. in '10 vs. $25.7 mill. in '09

INDUSTRY: Water Utility

3 Mos. 6 Mos. 1 Yr. 3 Yrs. 5 Yrs.

3.14% 3.24% 22.05% 27.42% 19.09%

BUSINESS: Middlesex Water Company engages in the
ownership and operation of regulated water utility systems
in New Jersey and Delaware, and a regulated wastewater
utility in NJ. The company offers contract operations
services and a service line maintenance program through its
nonregulated subsidiary, Utility Service Affiliates, Inc. Its
water utility system treats, stores, and distributes water for
residential, commercial, industrial, and fire prevention pur-
poses. The New Jersey subsidiaries provide water services
to approximately 60,000 retail customers, primarily in
eastern Middlesex County, New Jersey and provides water
under wholesale contracts. It also provides water treatment
and pumping services to the Township of East Brunswick,
New Jersey under contract. Middlesex Water's Delaware
subsidiaries provide water services to approximately 34,000
retail customers for domestic, commercial snd fire protec-
tion purposes in New Castle, Kent, and Sussex counties.
Has 292 employees. Chairman, C.E.O. k, President: Dennis
W Doll. Address: )500 Ronson Rd, P.O. BOJ( )500, Iselin,
NJ 08830. Telri 732-634-1500. Internet:
http://www.middlesexwater.corn. TPT

July 22, 2011

TOTAL SHAREHOLDER RETURN
Dividends plus sppremalion es of emo/2011

orcn value Lms pubbsuuu LLc. All rioMs reserved Factual mater el is obtained from sources bsssvsd lo be relable snd is provided without wsrrsnues of any hnd.
THE pUBLlsHER Is NOT RtspcnslBLE FDR Asv ERRQRs Dn QMlssloNs HEREIN. Tars publicslion is slrlcry for subscnber's evn, nonusmmmnal, internal use. flo psn r r r ' I I

~f k may be reproduced, resold, sic sd or usnsrnhsd in any pnnlsd, dscuoric or olhsr fern or used for gsnsrakng or markebng any primed or dsuronlc publcalion, service or product



SJW CORP. NYSE-SJW
RECENT

24 gp
PIE

26 II(Tfagfo9294)RATIO, Median: 22.0
"'""0167"'9%

TIMELINESS 4 New02SU

SAFETY 3 Hew4I2201

TECHNICAL 3 ieeeredgiim
BETA .Sa D.sa Marked

2014-16 PROJECTIONS
Ann'I Total

Price Gain Return
High 40 (+05%) 16%
Low 25 (+ 5'4

) 4%

High. 20.3 17.8
Low: 15 8 11.6
LEGENDS— I.SO x Dividends e sh

S(vided af Inleresl Rate
neletne pnce strength

3 for.1 spit ilal
2-for-I split siss
Oneolls No

Shaded areas ndicafe recessions

15.1 15.0 19.6
2.7 12.6 14.6

27.0 45.3 43.0
16.1 21.2 27.7

35.1
20.0

30.4
10.2

28.2
21.6

26.0
21.9

Target Prioe Range
2014 2015 2016

80

60
50
40

30
25
20

utl
ft

o
o ~

Insider Decisions
ASONOJFMA

leavy u 0 0 0 I 0 0 I 0
Ostvss 0 0 0 0 I 0 0 0 0
fvaea 0 0 0 0 I 0 0 0 0
Institutional Decisions

imne toiwe Ioien
I 1st 26 34 26
lo sefl 2B 26 34
aldsws aa69 B640 0640

Percent 21
shares 14
Ireded 7

I yr
3 vr
5 yr

% TOT. RETURN Bill
fills vthwfur

slocx wars
s.4 ss.a

-0 I 51.3
7.7 50 a

15

10

7.5

1995 109B 1997 1996 1999 2000 2001 2002 2003 2004 2005 2006 2007 008 2009 2010 2011 2012 c'VALUE LINE PUB. LLC 14.16

4.99

.90

.59

.35

5.39

1.43

.96

.37

5.79
127

.80

,30

5.58

1.26

.76

.39

6.40

1.43

.87

.40

6.74

1.23

.41

7.45

1.49

.77

.43

7.97

1.55

.78

.46

0.20

1.75

.91

.49

9.14

1.09

.07

.51

9.86 10.35

2.21 2.30

I.I2 1.19

.53 .57

11.25

2.30

1.04

.61

12.12

2.44

1.08

.05

11.60

2.21

.01

.66

11.62

2.37

.84

.60

11.00

2.45

.90

.69

11.90 Revenuespersh
250 "Cash Flow" per ah
1.00 Earnings parsh "
.74 Div'dDecl'dpersh e

12.60

2.60

f.25

.82

.96

5.50

1.06

6.31

1.27

7.02

t 81

7.53

1.77

7.80

1.89

7.90

2.63 2.06 3.41

0.17 8.40 9.11

2.31

10.11

2.03

10.72

3.87

12.40

652
12.90

3.79

13.99

3.17

13.66

5.65

13.75

5.10

13.85

4.75 Cap'ISpendingpersh
14.75 Beokyaluepersh

4.30

18.80

19.50 19.02 19.02 19.01 18.27 10.27

9.9

.60

0.0%

6.0

.43
5.7'/

11.2

.65

4.3%

13.1

.60

3.9%

15.5 33.1

.00 2.15

3 0% 2.t%

CAPITAL STRUCTURE as of 3I31III
Total Debt $307.7 mill. Due in 5 Yrs $ 19.3 mill.
LTDebt$295.1mig. LTlnlerest$17.0mig.
(LT interest earned: 1.4x: lotal interest
coverage: 1.2x) (54% of Cap'O

Leases, Uncapitagxed: Annual rentals $4 2 mill

136.1

14.0

145.7

14.2

149.7

16.7

166.9

10.0

34.5% 40.4% 36.2% 42.1%

4.4% 4.2% 1.6'/ 2.1%

42.4% 41,7'/ 45.6% 43.7%

57.69 50.3Y 544'/ 56.3%

18.27 10.27 18.27 10.27

18.5 17.3 15.4 19.6

.95 .94 .00 1.04

3.0'/ 3N% 3.5'/ 3.0%

10.27 10.28 10.36 18.10 10.50

19.7 23.5

1.05 1.27

2.4% 2.0%

33.4

1.77

1.7%

26.2

1.50

2.3%

20.7

1.91

2.0%

100.1

20.7

109.2 206.6 220.3

22.2 19.3 20.2

216.1

15.2

41.6% 40.0% 39.4% 39.5% 40.4'/
1.6'/ 2.1'/ 2.7% 2.3% 2.0%

42.6% 41.0% 47.7% 40.0% 49.4%

57.4% 58.2'/ 52.3% 54.0% 50.6%

10.55

29.5

1.00

2.0%

21 5.6

15.6

39.7%
3.6'/

53.7%

46.3'/

230

17.0

250 Revenues (Swig)

22.0 Net Profit ioig
40.0% 40.0% income Tax Rate

50N 50% AFUDC%toNetPrufit
56.0% 53.5% Long.Term Debt Rago

44.0N 46.5% Common E ui Raga

19.50 21.90 Common Shs Outst'g c

aefv rw n s Avg Ann'I PIE Ratio

Relative PIE Ratio

Avg Ann'I Div'd Yield

25.00

25.0

1.65

25%

300

30.0

39.0/r
5.0%

40JP/
51,5%

Pension Assets-12I10 $10.8 mill.
Oblig. $50.8 mill.

Pfd Stock None.

Common Stock 18,577,012 shs.
as of4I21/11
MARKET CAP: $450 m00on (Sma 0 Cap)

9.4% 9.3% 10.0%

9.4% 9.3% 10.0'/
0.7%

8.7%

4.1%

56%

3.0% 4.7'/
59'/ 53N

3,6%
50'/

259.4 263.5 306.0 320.3

367.0 390.8 428.5 456 0

6.7% 6.9% 6.9'4 6 5%

10.6%

10 6'/
9.7%

9 7'/
0.2% 8.0y 6.0'y

0.2'/ 0.0% 6.0%

56%
47%

5.2%

46%

3.5%

57%

3.3%

59%

1.2%

80'1

341.2 391.0 453.2 470.9 499.6

404.8 541.7 645.5 604.2 710,5

7.6% 7.0% 5.7'/ 5.0% 4.4%

550.7

785.5
4.2'/

6.1%

6.1%

1.2'/

01%

615

850

4.0%

6.5%

6.5%

1.5N

75N

670 Total Capital ($mig)

905 Nel Plant ($ mgl)

42% RelurnonTotalta 'I

7.0N Return on Shr. Equity
7.0% RelurnonCoME ui
2.0% RelalnedtoComEq
71% ASDiv'dslogatProf

900

1100

4.5N

6.5%

0.5%

2.0%

66%
CURRENT POSITION 2009 2010

($MLL)
Cash Assets 1.4 1.7
Other 26.6 36.3
Current Assets 28.0 38.0
Accis Payable 6.6 5.5
Debt Qua 6.9 5.1
Other I 8.5 18.6
Current uab. 32.0 29.2
Fix. Chg. Cov. 352% 400%

3I31ltt

2.3
36.8
39.1
ID.6
12.6
17.9
41.1

250%

ANNUAL RATES Past
tdchnsP (fmah) 10Yis.
Revenues 6.5%
"Cash Flow" 6.0%
Earnings
Dividends
Book Value 6.0%

Past Est'd 'Bav10
5Yfs. tu'14'16
5.5%

.51'1.5%

5.5%
5,5% 3.5%
6.5% 5.5%

Full
Year

2008
2009
2010
2011
2012

Cal.
ender
20DS
2009
2010
2011
2012

41.3 60.0 69.5 49.5
40.0 58.2 69.3 40.6
40.4 54.1 70.3 50 0

43.7 58.0 75.0 53.3
47.0 63.0 82.0 58.0

EARNINGS PER SHARE A

Mar.31 Jun.30 Sep.30 Dec.31

.15 .34 .44 .15

.01 .23 43 .14

.05 .24 .44 .11

.03 .26 .46 .13

.05 .29 .51 .15

220.3
216.1
215.6
230
250

Full
Year

1.08
.81
.64
.90

1.00

Cal- QUARTERLYDIV(DEHDS PAID e,
ender Mar.31 Jun.30 Se .30 Dec.31

Full
Year

2007
2008
2009
2010

.15 .15 .15 .15

.16 .16 .16 .16

.165 .165 .165 .165

.17 .17 .17 .17

.60

.64

.66

.60

QUARTERLY REVENUES ($ mill)
ender Mar.31 Jun.30 Sep.30 Deo.31

BUSINESM SJW Corporation engages in Ihe production, pur-
chase, storage, purification, distribution, and retail sale of water. 0-
provides water service lo approximately 226,DOD connections that
serve a population of approximately one million people in Ihe San
Jose area and 8,70D connections that serve approximately 36,000
residents fn a service area in the region between San Antonio and

Austin, Texas. The company offers nonregulated water-related
san ices, including water system uperaliuns, cash remitlsnces, and
maintenance contract services. SJW also owns and operates com-
mercial real estate invesfmenls. Has 375 employees. Chairman:
Charles J. Toeniskuetter. Inca CA. Address: 110 W. Taylor Street,
San Jose, CA 9511D. Talc (400) 279-7800. Intwww.a)water.corn.

The costs of doing business continue nounced the sale of $ 50 million in senior
to graw faSter than revenues at SJW notes, and similar offoringa are likely on
Corp. Although the top line advanced o the horizon. We believe that management
healthy 4% in the first quarter, the water will try to maintain a 50/50 debt-to-equity
utility posted a 40% dip in share earnings. ratio, so share issuances are probably next
Qporattng expenses remained on the up- on the agenda.
swing, as did interest expense, both of Investors have better choices avail-
which tempered profit margins. able elsewhere. The stock has gained
We soe much of the same heading for- some momentum since our April review
ward. True, a majority of SJW's business and lacks growth potential of any sort in
is done in California, and ought to contin- our opinion. Indeed, it is untimely for the
ue to benefit from an improving regulatory upcoming six to 22 months and does not
climate in the Golden State. However, stand out for appreciation potential out to
SJW, as is the case with the entire indus- mid-decade, either. Rising infrastructure
try, has a great financial burden on its costs and o lack of cash on hand to fund
shoulders, given the poor condition of future improvements are problems that we
many of its pipelines and water systems. just do not envision abating. The dividend
Maintenance costs are on the rise and do yield is solid, but the aforementioned fi-
not appear to be ready to slow down. nancial concerns raise a rud flag about the
Meanwhile, the company is essentially sustainability of the current payout ratio.
cash poor and, with far less cash flow than Even if the dividend yield remains in
budgeted expenditures, it will have to con- place, there are better alternatives to be
tinuing funding the improvements via out- had elsewhere. SJW does not have enough
side financing. The added interest expense cash on hand to take advantage of the
and additional shares required to meet the massive consolidation trend sweeping the
requirements we envision will probably industry and is unable to bolster its exist-
keep sharc-net growth modest at best this ing business by making acquisitions.
year and thereafter. SJW recently an- Andre J: Costanza July ZZ 2011

(A) Diluted earnings. Excludes nonrecuning add due to rounding. (C) In millions.
tosses; '03, $1.971''04, $3.70; 'D5, $1.09; '06, (B) Dividends historically paid in early March,
$16.36; '00, $1.22; '10, 460. Next earnings June, September, and December. ~ Divd rein.
report due late Oct. Quarterly egs. May not vestment plan available.
e foll, value One publsb&nv Lic. All deals reserved. Factual osteriat ls eblalned from sources believed to be resahle and ls prtnldes without snanties of any ibd.
THE pUBllsHER Is NBT HsspoNBIBLE FQR ANY ERR0Rs 0R 0MlssloNs HEREIN. Ties publ csllen ls slrimy for subscriber's ewn. nen.tonnertial, internal use. No pan
of I oay be reproduced, resold, stared er vansm aed in any pentad, elmrodc or esm fom or used irr gutuaang or oarkesng sw priued or clamors pmlica(un su 'te or probo

Company's Financial Strength Bv
Stock's Price Stability 70
Price Growth Persistence 85
Earnings Predictability 85

I I I'l



P/ERAT(0 23.8 PE RAT(0 1,35 VLD 3.0/0NDQ-YCRWYORK WATER CO
RECENT

g 7 36
TRAILDIG RELATIVE DIV'D 0

PERFORMANCE 3 4 n go

Technical 3 Av g
Above

SAFETY A slugs

BETA .70 (1.00 = Mamot)

13.49 14.03
9.33 11.00

LEGENDS
12 Mos Mov Avg.... Rel Price Strength

2-for-1 spl I 5/02
3-for-2 split 9/06
Shade omo ndicolos rocusson

17.87
11.57

20.99
15.33

18.55 16.50
15.45 6.23

17.95
9.74

18.DO
12.83

17.72
15.81

High
Low

18

13

Financial Strength Bvt

Pries Stability 90

Price Growth Persistence 60

Earnings Predictability I DO

0 VALUE LINE PUBLISHING LLC

REI/ENUES PER SH
"CASH FLOW" PER SH
EARNINGS PER SH
DIV'D DECL'D PER SH
CAP'L SPENDING PER SH

BOOK VALUE PER SH

COMMON SHS OUTST'G (MILL)

AVG ANN'L P/E RATIO

RELATIVE P/E RATIO

AVG ANN'L DIV'D YIELD

REVENUES (SMILL)

NET PROFIT (SMILL)

2003

2.17
.65
.47
.37

1.07
4.06
9.63

24.5
1.40
3.2%

20. 9
4.4

2004

2.18
.65
.49
.39

2.50
4.65

10.33
25.7

1.36
3.1%

22.5
4.8

2005

2.58
.79
.56
.42

1.69
4.85

10.40
26.3

1.39
2.9%

26.8
5.8

2006

2.56
.77
.58
.45

1.85
5.84

11.20
31.2

1.68
2.5%

28.7
6.1

2007

2.79
.86
.57
.48

1.69
5.97

11.27
30.3

1.61
2.8%

31 A
6.4

2008

2.89
.88
.57
.49

2.17
6.14

11.37
24.6

1.48
3.5%

32.8
6.4

2009

2.95
.95
.64
.51

1.18
6.92

12.56
21.9

1.46
3.6%

37.0
7.5

2010

3.07
1.07

.71

.52

.83
7.19

12.69
20.7

1.32
3.5%

39.0
8.9

2011

ygn,e

22. 8

650

VOL
gbous.)

2012/2013

.80 c/NA

21.7/NA

Bo/d f/guros
are consensus

INCOME TAX RATE

AFUDC % To NET PROFIT
LONG-TERM DEBT RATIO

COMMON EQUDYRATIO

34. 8% 36. 7% 36. 7%

43.4% 42.5% 44.1%
56.6% 57.5% 55.9%

34.4%
7.2%

48.3%
51.7%

36.5% 36.1% 37.9% 38.5%
3.6% 10.1% 1.2%

46.5% 54.5% 45.7% 48.3%
53.5% 45.5% 54.3% 51.7%

osrnlngo
osirmor *

nd using the
ro untpr/cos,

TOTAL CAPITAL ($ MILL)

NET PLANT ($MILL

RETURN ON TOTAL CAP'L

RETURN ON SHR. EQUITY

RETURN ON COM EQUITY

69.0
116.5

8.5%
11.4%
11.4%

83.6
140.0

7.6%
10.0%
10.0%

90.3
155.3

8.4%
11.6%
11.6%

126.5
174.4

6.2%
9.3%
9.3%

125.7
191.6

6.7%
9.5%
9.5%

153.4
211.4

5.7%
9.2%
9.2%

160.1
222.0

6.2%
8.6%
8.6%

176.4
228.4

6.5%
9.8%
9.8%

P/8 mf/os.

RETAINED TO COM EQ

ALL DIV'DS TO NET PROF
2.6% 2.1% 3.0'/

77% 79% 74%
2.2%

77%
1.7% 1.4% 1.9% 2.7%

82% 85% 78% 72%
No. of nnoirufs cnaiigrng oem. oui in la el S doym 0 up 0 dawn, consensus 0 your earnings growlh S ON psr year eBssod upon 4 ansiysfs'rlims los Cgasod upon 4 analysis'sf/malus.

ANNUAL RATES

of change (per share) 5 Yrs.
Revenues 5.0%
"Cash Flow"
Earnings
Dividends 5.0%
Book Value 8.5%

I Yr.
4.0%

12.0%
11.0%
2.0%
4.0%

ASSETS ($ mi0.)
Cash Assets
Racoivables
Inventory(Avg cost)
Other
Current Assets

2009 2010
.0 1.3

54 6.3
.7 .61.0,6

7.1 8.8

3/31/11

2.7
5.7

.6
11

10.1

Fiscal
Year

12I31/09
12/31/I 0
12/31/I I
12/31/I 2

QUARTERLY SALES ($milL) Full
IQ 2Q 3Q 4Q Year

8.8 9.2 9.8 9.2 37.0
9.0 9.7 I 0.5 9.8 39.0
9.6

Property, Plant
8 Equip, at cost

Accum Depreciation
Net Propariy
Other
Total Assets

260.4 270.8
38.4 42.4

222.0 228.4 228.9
19.7 22.7 22.7

248.8 259.0 261.7

Fiscal
Year

12/31/08
12/31/09
12/31/I 0

12/31/11
12/31/I 2

Cal-
endar

2008
2009
2010
2011

EARNINGS PER SHARE Full
IQ 2CI 3Q 4Q Year

.11 .13 .15 .18 .57

.13 .17 .18 .16 .64

.15 .18 .21 .17 .71

.17 .20 .22 .18

QUARTERLY DIVIDENDS PAID Full
IQ 2Q 3Q 4Q Year

.121 .121 .121

.126 .126 .126

.128 .128 .128

.131 .131 .131

.121 .48

.126 .50

.128 .51

LIABILITIES ($mig,)
Accts Payable
Debt Due
Other

Current Uab

14 12 11
9.3 .0 .I
3.9 4.1 4.2

14.6 5.3 5.4

LONG-TERM DEBT AND EQUITY
as of 3/31/11

Dus in 5 Yrs. NATotal Debt $85.2 mill.
LT Debt $85.0 mill.
Including Cap. Leases NA

(48% of Cap'I)
Leases, Uncapitalizad Annual rentals NA

'NDUSTRY: Water Utility

BUSINESS: The York Water Company engages in the
impounding, purification, and distribution of water in York
County and Adams County, Pennsylvania. The company
supplies water for residential, commercial, industrial, and
other customers. It has two reservoirs, Lake Williams,
which is 700 feet long and 58 feet high, and creates a
reservoir covering approximately 165 acres containing
about 870 million gallons of water; and Lake Redman,
which is 1,000 feet long and 52 feet high and creates a
reservoir covering approximately 290 acres containing
about 1.3 billion gallons of water. In addition, it possesses a
15-mile pipeline from the Susquehanna River to Lake
Redman that provides acces's to an additional supply of
water. As of December 31, 2010, York Water served
approximately 182,000 residential, commercial, industrial,
and other customers in 39 municipalities in York County
and seven municipalities in Adams County. Has 110 em-
ployees. C.E.O. & President: Jeffrey R. Hines. Incn PA.
Address: 130 East Market Street, York, PA 17401. Telx
(717) 845-3601. Internet: http: //www.yorkwater.corn.

FPT.

July 22, 201/

to BUY

to Sell
Hid's(000)

INSTITUTIONAL DECISIONS

3Q'10 4Q'10 IQ'11
21 25 20
18 16 21

3078 3107 3D80

Pension Liability $9.8 mill. in '10 vs. $8.8 mill. In '09

Pfd Stock Nsns Pfd Div'd Paid None

Common Stock 12,715,000 shares
(52% of Cap'I)

TOTAL SHAREHOLDER RETURN
D/vidonrio plus op pmclsrlon os of aooisp fr

3 Mos. 6 Mos. 1 Yr. 3 Yrs. 5 Yrs.

-4.19% -2.78% 20.21% 26.05% 21.95%
o'zcil value Uno publshino LLc. All riohis reserved. Fsciusl maiorisi is obisinod from sources believed lo be rolisblo snd is provided without wsrisnuos of any bnd.
THE pUBLlsHER Is NOT ntspoNSIBLE F0R ANY ERRDhs QR 0Miss10N5 HEREIN. liris publication is sincoy for subscribor's own, non commornsl, internal uso. Ro part i i i ' '

I I I I

ol it moy te reproduced, resold, stored or iramniiiud in sny piniod, oluciron c or oihor farm, or used ior gonnsung or morkding any priniod or ulodroric publicsuori sonics or proilut
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Exhbit DHC-9

Page 1 of 2

CAP-M ANALYSIS

Company
Amer. States Water
Amer. Water Works

Aqua America
Artesian Res Corp
California Water
Conn. Water Services
Middlesex Water
SJW Corp.
York Water Co

Summary of P

Ticker
AWR

AWK

WTR

ARTNA

CWT

CTWS

MSEX

SJW

YORW

0.75
0.65
0.65
0.60
0.70
0.80
0.75
0.90
0.70

Maximum
Minimum
Average

0.90
0.60
0.72

Calculation of Long-Run Average Return

Growth
Decile

1

2
3

4
5

6
7

8

9

10

Rate
9.1

10.5
10.9
10.8
11.4
11.4
11.4
11.6
11.7
13.3

Average 11.2



Exhbit DHC-9

Page 2 of 2

CAP-M ANALYSIS

Calculation of CAP-M Cost of Equity

P

R

Rf

Rm- R)

(R - Rf)p

Rf+ ([Rm- R,]P)

0.7222

0.1120

0.0500
0.0620

0.0448

0.0948
9.48%

Sources:
ii

Exhibit DHC-7

Rm

Ibbotson SBBI 2011 Classic Yearbook: Market Results for
Stock Bonds Bills and Inflation 1926-2010

Rf
Exhibit DHC-12
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2 ~ BLUE CHIP FINANCIAL FORECASTS ~ AUGUST I, 2011

Consensus Forecasts Of U.S. Interest Rates And Key
Assumptions'I(hi

bit DHC-I2
Page I of I

Consensus F
3Q 4Q

2011 2011
0.1 0.2
3.3 3.3
0.3 '.4
0.2 '.2
0.1 0.1
0.1 0.2
0.2 0.4
0.5 0.7
1.7 2.0
3.1 3.3
4.3 4.5
5.0 5.1
5.8 5.9
4.6 4.7
4.6 4.8

Consensu
3Q 4Q

2011 2011
69.8 70.0
2.9 3.1
1.9 1.7
2.1 2.1

orecasts-Quart
1Q 2Q

2012 2012
0.3 0.4
3.3 3.4
0.5 0.7
0.3 0.5
0.3 0.4
0.4 0.6
0.5 0.8
1.0 1.3
2.2 2.4
3.5 3.7
4.6 4.7
5.2 5.3
6.1 6.2
4.8 5.0
5.0 5.2

s Forecasts-Q
1Q 2Q

2012 2012
70.4 70.9
2.8 3.0
2.0 2.0
2.3 2.2

arly Avg.
3Q 4Q

2012 2012
0.7 1.1

3.8 4.1

1.0 1.3
0.9 1.2
0.8 1.1
0.9 1.3
1.1 1.5
1.6 2.0
2.7 2.9
3.9 4.1
4.9 5.0
5.5 5.6
6.3 6.5
5.1 5.2
5.4 5.6

uarterly
3Q 4Q

2012 2012
71.3 71.5
3.1 3.2
2.0 2.0
2.3 2.3

————History—
——-Average For Week Ending—-- —-Average For Month--
~Juj 22 J~ul 15 ~juj 8 J~uj I Jun M~a A~r.

0.06 0.07 0.08 0.08 0.09 0.09 0.10

3.25 3.25 3.25 3.25 3.25 3.25 3.25

0.25 0.25 0.25 0.25 0.29 0.26 0.28

0.09 0.09 0.10 0.08 0.11 0.11 0.14

0.02 0.02 0.02 0.02 0.04 0.04 0.06

0.06 0.06 0.07 0.10 0.10 0.09 0.12

0.16 0.16 0.19 0.19 0.18 0.19 0.25

0.38 0.37 0.44 0.46 0.41 0.56 0.73

1.47 1.48 1.67 1.67 1.58 1.84 2.17

2.95 2.94 3.12 3.11 3.00 3.17 3.46

4.25 4.21 4.35 4.36 4.23 4.29 4.50

4.91 4.89 5.07 5.11 4.99 4.96 5.16

5.74 5.71 5.84 5.88 5.75 5.78 6.02

4.46 4.51 4.65 4.59 4.51 4.59 4.99

4.52 4.51 4.60 4.51 4.51 4.64 4.84
------—------——----History------------------

3Q 4Q IQ 2Q 3Q 4Q IQ
2009 2009 2010 2010 2010 2011 2011

76.4 72.8 . 74.8 77.6 75.9 73.0 71.9

1.6 5.0 3.7 1.7 2.6 3.1 1.9

0.7 -0.2 1.0 1.9 2.1 0.4 2.0

3.7 2.7 1.3 -0.5 1.4 2.6 5.2

he Pederai Reserve's Ma'or Currenc Index re resent svera es for the uarter.

Latest Q
~22011

0.09
3.25
0.28
0.12
0.05
0.10
0.21
0.57
1.86
3.21
4.34
5.04
5.85
4.70
4.66

Interest Rates
Federal Funds Rate
Prime Rate
LIBOR, 3-mo.
Commercial Paper, I-mo

Treasury bill, 3-mo.
Treasury bill, 6-mo.
Treasury bill, I yr.
Treasury note, 2 yr.
Treasury note, 5 yr.
Treasury note, 10 yr.
Treasury note, 30 yr.
Corporate Aaa bond
Corporate Bsa bond
State & Local bonds
Home mortgage rate

ZL)u

2011
69.8
1.8
2.3
4.1

Forecasts f

~K

Major Currency Index
Real GDP
GDP Price Index
Consumer Price Index

Real GDP GDP Price Index snd Consumer P
Forecasts for mterest rates and t I 7 9 3 ot nce

Index are seasonally-adjusted annual rates of change (sear). Individual panel members'orecasts are on pages 4 through 9. Historical data for mterest rates except LIBOR ts from

Federal Reserve Release (FRSR) H.is. LIBOR quotes available from The iyoii Street Journal. Interest rate definitions are the same as those in FRSR H. IS. Tressuty yields are

reported on a constant maturity basis. Historical data for the Fed's Major Currency Index is from pRSR H I 0 and GS. Historical data for Real GDp and GDp Chained price Index

are from the Bureau of Economic Analysis (BEA). Consumer Price Index (CPI) history is from the Department of Labor's Bureau of Labor Statistics (BLS). ). Pigurm for 20
201I Real GDp and rhs GDp Chained price 1ndex are based on a specter qiKcstioti asked of tits psaeiistr this stontit fses page 1 41.
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